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On the cover: 


As it appears on the grill of a John Deere 
9400 four-wheel-drive tractor, the leaping 
deer trademark stands for quality, innovation 
and honest value the| world over. 


One of the oldest and most 
respected enterprises in 

the U.S., Deere & Company 
manufactures, distributes 
and finances a full line 

of agricultural equipment, 

as well as a broad range of 
construction and forestry 
equipment, and commercial 
and consumer equipment. 
Support operations provide 
parts and engines. Additionally, 
the company’s financial 
services organization offers 
credit, insurance products and 
managed health-care plans. 


Net Sales and 
Revenues 


(in billions) 


Net Income 
(in millions) 


Net Income 
Per Share 


Return on 
Average Assets* 95 


DEERE & COMPANY 1997 ANNUAL REPORT 
Financial Summary 


Dollars in millions except per share amounts 1997 1996 1995 
Net Sales and Revenues 
Net Sales and revenue ........sscscsccccssssssssssseessssessesesssssssesssssssassssessessesessaseeee. $ 12,791 $ 11,229 $ 10,291 
Net sales Of CQUIDMENT........scscssssesssssussessusssesusssissssssssssssssseessessee $ 11,082 $ 9,640 $ 8,830 
Income and Dividends 
Net Income: 
Equipment Operations .........csccccsssccssssssssssssseessussssessssssssssusssssssessseeeee $ 817 $ 610 $ 529 
Credit SUDSIGIArICS .........ccscsccccsssscssssssessssssssesssssssssussssssssasssseeeseeeee. 147 147 121 
INSUTANCE SUDSIGIATIES .......cccssccsssccsssesessssssressessssssssssssesasssssaseseenesee 30 33 29 
Health care SUDSICArICS .......cccccccssscsssssssssssssnssnssssessssssesassssseaseseessee (39) 17 16 
COIFTGY ATTUTEIE:...<cccseaspasaeesveastannesidiasanansrceoreleeceniervdommemrseeteiiedmene 5 10 1 
OVE ssi fi iene lenaatagtrbeeseaeedacicsticess $ 960 $ 817 $ 706 
POtUIM OF NEE SAIOS...........sseeseessnesnsssssesonsasssnsinisstsesvesenssessassesearsesseeessonsess 8.7% 8.5% 8.0% 
RetUrN ON AVErAGE ASSEtS*........sssssecsscsssssssssesssssssesesssssssssssessessssssseeeeessssses, 10.6% 9.4% 8.5% 
Return on beginning stockholders’ eqUItY.......ccc.ssscsssssssecsssssseessssseeeeeessse--. 27.0% 26.5% 27.6% 
Per share: 
Pl | CONTE i cessosseearabirgutsbascisinesanoclaadeldceoyietoassummenusnezutmrissise $ 3.78 $ 314 $ 271 
Dividends declared .......ssssssssssssvssvvessssssssssssssssssssvesssssssssssesssssssssseeceeess, $ 80 $ 80 $ 75 
PAC PUTTS PROB. ncnscnsvasusnierancnasnnenstabinnisivedanioianssiananininnssenstennees $39%-60'4 $28'4-45 $20%2-31% 
Assets 
Equipment operations ..........sssssssssssssessssssssssssvessssssssessssssssssssesessssessessesese, $ 7,728 $ 6,807 $ 6,687 
Financial Services SUDSICIATICS..............csssssessssssssssessesssssssssssssssssveeseesesesee, 8,592 7,846 7,160 
TVA) ssscanssaesescasaeeansdiosnisensescisentiadushewdceineiieusstvonebeesumansniammenictesiktasecc $16,320 $ 14,653 $ 13,847 


“Average assets are based on Deere & Company with Financial Services on the equity basis. 


EQUIPMENT OPERATIONS 
$1,213 
$1.6 $1,006 
Cash Flow 
ven From Operating 
ExportSales 95 96 97 Activities 95 96 97 


(in billions) (in millions) 


CHAIRMAN’S MESSAGE 


Leadership Strategies, Focus on Genuine Value 
Drive Fourth Year of Record Performance 


¢ Earnings reach record $960 million 
° International sales continue growth 
° Market shares post strong gain 


Deere had another exceptional year in 1997, further expanding 
its leadership on many fronts throughout the world. Sales and 
earnings reached record levels for the fourth consecutive time, 
product market-share advanced, and an aggressive business- 
excellence initiative moved ahead. Shareholders realized 
healthy gains as well. In so doing, Deere made progress in the 
pursuit of genuine value, our mission as an enterprise, and 
laid the groundwork for continued excellence in financial 
and operating performance. 

Nothing speaks to our success as much as our strong 
financial results. For fiscal 1997, net income posted a 17 percent 
increase, rising to $960 million. Net sales and revenues were 
up 14 percent, to $12.8 billion. On a per-share basis, earnings 
rose more sharply, by 20 percent, due to stock repurchases. 
International operations — which have doubled in size during 
the 1990s — maintained their vigorous pace of recent years. 
Overseas sales were up 11 percent and exports from the U.S. 
increased by a robust 27 percent. 

While being assisted by a growing economy and high levels 
of farm income, Deere is also reaping benefits from a steady 
investment in innovative products, leading-edge production 
methods and world-class facilities. These are key reasons we've 
been able to establish such bold new performance standards 
in recent years. Earnings, as an exaniple, have grown by better 
than $100 million each year since 1993, while net sales and 


revenues have experienced an average annual gain of well over 


$1 billion. 


Operations Poised for Long-Term Success 
Many standout performances took place at Deere in 1997 as 


our complementary businesses advanced in their pursuit of 


leadership positions. Moreover, through their investment in 
new products and manufacturing capacity, these operations are 
increasingly well-positioned for sustainable long-term success: 
© With operating profit exceeding $1 billion for the first 
time, agricultural equipment had its best year ever. Operating 
margins continued their impressive growth, surpassing 


: 7 15 percent. In addition, market share 
Agricultural Equipment P 


Operating Margin rose for row-crop and four-wheel- 
9 drive tractors, planters, combines 
12 2% 13.5% 15.2 Yo p 
and other products. At the same 
time, these operations extended their 
5 96 97 


international reach. 

© Construction equipment had a banner year with sales and 
profits reaching new highs. The division brought out 39 new 
products as its four-year capital and product-development 
campaign moved ahead on schedule. Additionally, the division 
made further strides distinguishing its products and services 
with a more customer-focused, marketing-based philosophy. 
© Our commercial and consumer equipment division 
progressed in its own major capital-investment program, 
which included the introduction of about 40 new products 
and the opening of a new commercial-mowing facility. 
Despite heavy growth expenditures, and losses in handheld 
products, core segments such as lawn and garden equipment 
had a solid year. Nearly all CCE products recorded 
substantial market-share gains in 1997, as well. 

° John Deere Credit achieved record net income, although 
overall results in financial services were lower. Health-care 
operations, in particular, had a difficult year, posting a loss 
of $39 million due to highly competitive conditions and 


pricing pressure in the managed-care field. 


ROA Tops 10 Percent, Driven by Compensation Linkage 
Deere’s emphasis on realizing maximum returns from a lean, 
productive slate of assets gained further ground in 1997, 
Return on assets — our key yardstick of profitability — 
rose to 10.6 percent, the first time it has reached the 10 percent 
range since 1973. Much of our success in achieving these 


higher returns, we believe, lies in the fact that the variable 


Hans W. Becherer, Chairman and Chief Executive Officer 


portion of employee compensation is being driven by ROA at 
both the corporate and division level. This applies to virtually 
all U.S.-salaried employees, from top management to new 
college hires. Partly as a result of this emphasis, Deere and 
most of its businesses have been earning returns well in excess 


of their underlying cost of capital for some time. 


Business-Process Initiatives Stressing Excellence 
Deere’s commitment to continuous improvement is well 
illustrated by our comprehensive business-excellence effort, 
which moved into high gear in 1997. While this program 
extends our long tradition of quality, it goes well beyond 
reducing defects and is indeed a model for achieving consis- 
tently high levels of performance, and leadership, in all we do. 
As part of this effort, five intensive business-excellence 
initiatives crucial to the attainment of our long-term goals are 
well under way. Being addressed are the areas of business- 
process excellence, supply management, employee training, 
work force planning and customer focus. In carrying out 
these initiatives, hundreds of employee teams are analyzing 
manufacturing processes and operating practices with an eye 
toward six-sigma performance. Our goals are quite ambitious: 
a 50 percent annual reduction in product defects, a 20 percent 
annual improvement in cycle times, as well as significant 
continuous improvement in customer satisfaction. With their 
potential for cost reduction and revenue gain totaling several 
hundred million dollars, these sweeping initiatives are key to 


our aspirations for the future. 


New Markets, International Efforts Keynoting Growth Plan 

In conjunction with business-process excellence, and other 
efforts focused on continuous improvement, Deere is also 
following an ambitious growth agenda. Our growth metrics 


include a 7 percent annual revenue gain over the course of a 


business cycle — averaging nearly $1 billion a year at current 
levels. New products and new markets figure prominently 

in our growth plan, as does the increasingly global nature of 
our operations: 

° In rising 11 percent to $3.1 billion, Deere’s overseas sales 
accounted for more than one-fourth of the company’s total 
equipment sales in 1997, That makes overseas sales larger 
than our entire company prior to the mid-1970s. 

® Sales made to nations of the former Soviet Union continued 
to grow. Because of their large farms, these markets are well- 
suited for the highly productive equipment that has long 
distinguished John Deere. In other steps, we acquired an equity 
position in a Chinese combine company and are exploring 
further ventures there. Deere also assumed an interest in a 
Louisiana-based producer of sugarcane-harvesting equipment 
that has a substantial international presence. 

® Aside from reaching out to new areas of the world, the 
company is making inroads in parts of the domestic market 
where we've traditionally had a minor presence. Agricultural 
equipment has launched a major expansion into conmercial 
spraying and hay equipment, as well as air-seeding. 
Construction equipment’s new marketing-segmentation 
plans stress serving rental-equipment companies, material 
handlers and other specialized sectors. Our commercial and 
consumer equipment business is investing heavily to become a 
major force in worksite and commercial products. 

This same trend extends to financial services, where 
John Deere Credit is entering the sizable market of 
farm-operating loans, financing Deere customers overseas, 
and extending its expertise to non-traditional areas such 
as yacht financing. Also, our insurance business is planning 
to offer extended-warranty protection for John Deere 


products, representing an entirely new market opportunity. 


(eal 


Our intent with respect to these initiatives is straight- 
forward: We will continue building on our intensive efforts 
to grow profitable leadership positions in all our businesses, 
while leveraging the John Deere brand and expanding 


aggressively on a global scale. 


Divisional Structure Enhancing Performance 
Deere, in addition, is realizing clear benefits from its division- 
alized structure, in which our operations function on a largely 
independent basis with their own management, financial 
statements and performance targets. At the same time, these 
businesses operate in a highly interdependent fashion. Charged 
with maximizing returns, they increasingly pool their expertise 
and share in the development of parts and components, or 
services such as information technology and engineering. 
The result is an organization that has the flexibility, speed 
and entrepreneurial flair of a smaller company, combined 
with the financial and technological support typical of a larger 
enterprise. Thus, as 1997 results illustrate, the complementary 
nature of Deere’s equipment, support and financial-services 
operations allows for higher returns than would be possible 


if they were functioning wholly on their own. 


Fulfilling Our Mission 

As we've stressed for some time now, Deere & Company exists 
to create genuine value — managing assets and business 
processes in a way that delivers the highest overall return for 
all our stakeholders. In this regard, the company recorded 
many notable accomplishments in 1997: 

° Last year’s returns extend our long-term record of delivering 
exemplary value to our owners. A $100 investment in Deere 
stock at year-end 1992 would have grown to more than $450 
through fiscal 1997, assuming reinvestment of dividends. 
This is far more than one would have earned investing in 
the S&P 500-stock index. Total return for 1997 alone was 


28 percent. To achieve a further enhancement in shareholder 
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Total Shareholder Return 
(Growth of $100 Investment) 


value, the company 
recently completed a 
$500 million share- 
repurchase program 


and announced plans 


to repurchase up to 
$1 billion of additional 92 93 94 95 96 97 
shares. Further, the dividend rate on Deere stock was increased 
by 10 percent, effective with the first-quarter 1998 payment. 
° Employee partnership reached a new level in 1997 with 
ratification of a far-reaching labor agreement between Deere 
and the United Auto Workers, which represents many of the 
employees at our agricultural and construction equipment 
factories. As a result of market-based compensation rates for 
new hires specified in the six-year contract, Deere 1s adding 
production employees — the first significant hiring phase at 
our factories since the late 1970s. This will help meet current 
high levels of demand for John Deere products and greatly 
improve our competitive position in the years ahead. 

® Served by the world’s leading dealer organization, customers 
responded enthusiastically to the many products unveiled 

by our equipment operations, resulting in substantial market- 
share improvement in many cases. In addition, spending on 
research and development — the wellspring of innovative 
products for the future — hit a new high of $412 million. 
Customer loyalty, as measured by our own product surveys, 
and overall product-quality levels, showed continued 
improvement. Customer satisfaction is now being linked to 
employee compensation in some of our businesses, with 


very positive results. 


’98 Outlook Promising 

John Deere expects another solid performance in 1998, based 
on the present outlook for a strong domestic economy and 
generally healthy agricultural markets. Farm incomes, as well 
as grain prices, continue being supported by trends such as 
higher living standards and improved diets in much of the 
world. While turmoil in the financial markets of Asia and 
Latin America may slow economic growth in these regions, 


we remain encouraged by their long-range prospects. In the 


meantime, customer response to a stream of newly introduced, 
technologically advanced farm machinery is expected to 
support strong agricultural-equipment results. 

Construction-equipment sales should move ahead as a 
result of economic growth, a vigorous level of housing starts 
and continued low interest rates. In addition, the division’s 
recent product-introduction phase will continue into next 
year. Likewise, sales volumes in commercial and consumer 
equipment are expected to benefit from general economic 
expansion and be aided by a major commitment to new 
products and production facilities. 

In financial services, we're confident that healthy demand 
for John Deere equipment, plus the impact of new financing 
options and growth initiatives, will lead to another solid year 
for John Deere Credit. Although competitive conditions are 
likely to prevail in insurance, these operations are expected to 
benefit from exciting new programs. John Deere Health 
Care is working hard to control costs and overcome the 
conditions that hurt performance in 1997. We believe these 
operations are fundamentally sound and, thanks to intensive 
efforts now well under way, will have significantly improved 
results in 1998. Meanwhile, we're pleased with JOHC’s 
role in managing Deere’s own employee health-care costs, 


its primary mission. 


Creating Genuine Value 
Deere & Company has recorded four remarkable years. 
During this time, we’ve earned $3.1 billion, introduced 
hundreds of products, scored major gains in expanding 
our operations, streamlined important business processes 
and made great strides in asset management. Stockholders 
have benefited handsomely, realizing almost $8 billion in 
share-price gains and dividends over this period. 
Nevertheless, we see our mission of genuine value as a 
journey, not a destination or end-point. Our recent successes 
are signposts pointing the way to greater achievements down 
the road. These might include consistently high financial 
returns, a more dominant global presence and unparalleled 
levels of customer satisfaction and product quality. Given 


Deere’s rich heritage and reputation for value, we're absolutely 


convinced that your company can continue moving toward 
global leadership on the same scale it has long enjoyed in 
North America. 

Such a prospect is being assisted by today’s more open 
international-trade and investment climate, which is highly 
conducive to the long-term growth and well-being of our 
operations. To fulfill this aspiration — which we believe could 
define the future of John Deere as much as the steel plow 
marked our past — we are moving aggressively to achieve 
excellence in all our business processes and bring a greater 
measure of efficiency and efficacy to all we do. 

The initiatives and achievements of 1997 didn’t occur 
by chance. They are a result of the skillful execution of 
carefully laid plans, and the contributions of many different 
groups. In this regard, our success depends on the loyalty 
of our customers, the professionalism of our dealers, the 
confidence of our stockholders, and, ultimately, on the 
considerable talents of those who make up our employee 
ranks. Some 34,000 strong, they have invested a good deal of 
their lives in making John Deere one of the world’s premier 
companies. Their energy and insights are a key to keeping 
Deere on a strong and prosperous track. 

Our goal, then, is to continue proving worthy of the trust 
placed in us by those we serve and do everything possible to 
create ever-greater levels of genuine value in the months 


and years ahead. 


Very truly yours, December 3, 1997 


2 are See 


Hans W. Becherer 


Chairman and Chief Executive Officer 


How Deere’s 
Businesses 
Work Together 
For Leadership 


John Deere has grown and pros- 
pered through a long-standing 
partnership with the world’s most 
productive farmers and other 
customer groups. As a result, 
Deere today is a global enterprise 
made up of multiple equipment 
operations, as well as complementary 
support operations and financial 
services. These businesses are 
closely related, providing significant 
growth opportunities and other 
synergistic benefits. 

Deere is committed to providing 
Genuine Value to its stakeholders — 
including customers, dealers, 
shareholders, employees and 
communities. 

In support of that commitment, 
the company aspires to leverage 
the John Deere brand globally, 
extend its preeminent position in 
agricultural equipment worldwide, 
and to grow and pursue leadership 


positions in all its businesses. 


Leadership Position 


Equipment 
Operations 


Agricultural 


World’s leading producer of 
agricultural equipment. 


Leader in several categories of 
forestry equipment; among leaders 
in many types of construction 
equipment. 


Support 
Operations 


Commercial & 
Consumer 


World leader in premium lawn 
equipment. 


Leading manufacturer of 
off-highway diesel engines for 
internal use; growing presence 


in OEM markets. 


Parts 


Leading position in agricultural 
equipment parts sales and 
aftermarket support. 


Financial 
Services 


Credit 


One of the largest providers 
of financing and leasing to the 
agricultural community. 


Leading insurance provider to 
agricultural and construction 
equipment dealers. 


Leading health-care provider; 
plays key role in containing Deere 
health-care expenses. 


Key Products 


Major Customers 


1997 Highlights 


Full line of farm machinery, 
including four-wheel-drive, 
row-crop and utility tractors; 
combines and cotton pickers; 
seeding, tillage and hay equipment. 


Construction and forestry 
equipment, such as backhoes, crawler 
dozers, four-wheel-drive loaders, 
excavators and log skidders. 


Lawn and garden tractors, commercial 
and home mowing equipment, utility 
tractors and vehicles, golf and turf 

equipment, handheld power products. 


Diesel and natural gas engines; 
transmissions; powertrain components. 


Farmers, large and small, around the 
world, including commercial, or custom, 
harvesters and baling operations. 


Utility, underground and earthmoving 
contractors; rental companies, municipalities, 
loggers and other forestry specialists. 


Sales reach $7 billion for first time; 
operating profit up 31%. Export and 
international sales up strongly. Market 
share moves ahead for most products. 


Homeowners, commercial mowing 
and grounds-care operations, golf courses 
and farmers. 


John Deere equipment divisions, plus 
other original equipment manufacturers; 
also, makers of stationary equipment such 
as irrigation pumps and generator sets. 


Warehouses and distributes nearly 
300,000 different parts for John 
Deere and other makes of equipment. 


Retail and wholesale financing, 
leasing; revolving credit 
and crop production loans. 


Property/casualty insurance, 
specialized coverages. 


Managed health care services, including 
Heritage National Healthplan 
and John Deere Family Healthplan. 


Owners/operators of John Deere 
and other makes of farm, construction 
and lawn-care equipment. 


On retail level, farmers and owners of 
construction and grounds-care equipment, 
as well as yacht and motor-home owners. 
At wholesale, dealers of construction 
machinery, engines, manufactured housing, 
recreational vehicles and yachts. 


John Deere equipment dealers, auto dealers, 
long-haul truckers and niche markets. 


John Deere employees, as well as 
employees of some 1,400 other companies 
and government agencies in eight states. 


Sales $2.3 billion, operating profit rises 
16% to $216 million, both new records. 
Largest year ever for new products (39). 
Investment and growth program advance. 


Sales up 9% to $1.8 billion; operating 
profit $114 million. Market share gains 
made in riding lawn equipment and 
most other categories. Heavy investment 
and growth phase continues. 


Overall sales rise 15% and are higher for 
engines sold both internally and externally. 
PowerTech models credited with 
boosting sales of John Deere equipment. 
New Torreon plant begins operation. 


Sales move 9% higher in response to strong 
equipment markets. Technology programs 
speed communications and increase sales. 


Portfolio size increases by 12%; net 
income reaches record. Results aided by 
strong environment for equipment sales. 
International operations, a potential 
growth area, move ahead. 


Earnings decline slightly although dealer 
operations mark gains. New products and 
growth initiatives targeted. 


Managed-care pricing pressures contribute 
to net loss; membership rises 11%, to 
432,000. 
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EQUIPMENT OPERATIONS 


Wjohn Deere’s new six-row 
cotton picker speaks 
volumes about product 

leadership — up to 60 percent 
greater volume, in this case. 
That’s how much more cotton the 
brand-new model 9976 can harvest 
in a given time compared with 
four-row models. With an industry- 
leading 300-horsepower engine, 
it can harvest high-yielding, 
3-bale-per-acre cotton at a fast 
four miles an hour. Equipped with 
either of two new row units, the 
9976 becomes one of the most 
practical, yet technologically 
advanced, machines available. 

The backbone of the 9976 is a 
rugged, welded-steel mainframe. 
At its heart is a host of features, 
including a new basket that’s 
far ahead of the competition in 
stability and unloading control. 

Then there’s the gutsy 
PowerTech 8.1 L engine. Besides 
being loaded with power it’s 
transverse-mounted, allowing the 
fuel tank and other reservoirs 
to be positioned near the rear axle. 
Result? Better serviceability and 
weight distribution. 

The model 9976 cotton picker 
is available in 4- and 5-row 
configurations, too. Teamed with 
the smaller 9970 model, they 


make up Deere’s fast, powerful 


Pro-Series cotton picker line. 


e Sales reach $7 billion 
° Operating profit posts 31 percent gain 
¢ Newly introduced products win strong reception 


John Deere in 1997 extended its position as the world’s leading producer of agricultural 
equipment. Sales and profit for the Worldwide Agricultural Equipment Division 
established new records for the fourth consecutive year. Sharp sales increases were reported 


in both North America and overseas. Customer acceptance 


of recently introduced products was especially strong. wi (in tions) 
In rising 16 percent, Deere’s agricultural equipment sales $1,072 

reached $7 billion. Operating profit increased 31 percent, $321 

exceeding $1 billion for the first time. Sales benefited _ - 


from high levels of farm income, firm commodity prices, 


‘95 96 97 


and generally good harvests. Deere’s sales grew at an even 
faster rate than the overall market in many cases, as market share gains were achieved 
in most key product categories. These included row-crop tractors, combines, planters 
and other seeding equipment, as well as commercial hay equipment. 

Product innovation, a traditional area of Deere leadership, moved along at a solid pace. 
New products announced during the year included the world’s first six-row cotton picker, 
a combine line offering improved grain quality, a new version of the popular 5000-series 
tractors, improved hay and forage equipment, and an advanced air-seeding system. In this 
regard, Deere’s new high-capacity model 1820 air-hoe drill and model 1900 commodity 
cart are the latest examples of the company’s movement into the rapidly growing air- 
seeding field. The air-hoe drill can accommodate seeding widths up to 61 feet, while 
the commodity cart can carry up to 430 bushels of seed and fertilizer. They are the largest 
such products available today and highlight John Deere’s commitment to becoming the 
brand of choice for the broadest range of markets and customers. 

Also introduced was a lower-price tractor series based on the 6000- and 7000- 
series models. Advantage tractors have the same powertrain components as other 
John Deere models but are equipped with fewer deluxe features and different 
instrumentation. The Advantage series is “designed to appeal to those value-minded 
farmers and ranchers who've always wanted the advantages of a John Deere tractor 
at a lower price,” notes Bernie Hardiek, agricultural equipment division president. 

Precision-farming technology further advanced in 1997. In addition to the GreenStar 
yield-monitoring and -mapping systems, operator-controlled, variable-rate technology 
was introduced for some sprayers and planters. Using this equipment, farmers can vary 


application rates for seed, fertilizer and chemicals as they move through the field. 
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ermany’s largest producer 
and exporter of agricultural 
tractors — John Deere’s 
Mannheim Works — has just gotten 
more efficient and productive. 
Late in the year, the facility started 
up a state-of-the-art assembly line, 
cutting assembly time by more than 
40 percent for the John Deere 
6000-series tractors produced there. 
The new assembly line is 
designed to take full advantage of 
the tractor’s modular steel frame. 
In the course of production, frames 
are mounted on platforms that 
can be raised and lowered as they 
move down the assembly floor. 
Thus the manufacturing process 
is greatly simplified, adding to 
quality and craftsmanship. 
Another big advantage of the 
new line is the adjacent assembly 
area for the PowrQuad transmission, 


requested by 75 percent of Mannheim 


customers. (It was formerly shipped 


from the U.S.) Having this popular 
transmission made locally helps 
the operation better react to changes 
in demand, according to Hannes 
Kremkau, Mannheim factory general 


manager. 


John Deere dealers — 1,700 strong in North America alone — remained at the 


heart of the company’s success in farm equipment. Its dealer network is unparalleled 
in experience and proximity to the customer. Deere agricultural equipment dealers 
have close to $5 billion in assets and employ more than 25,000 people. “John Deere 
dealers are the linchpin in the sales process,” comments Bud Porter, senior vice 
president. “By taking trade-ins and providing service and parts, in addition to selling 
new equipment, they make the whole system come together.” 

Overseas sales of Deere agricultural equipment were up 12 percent for the year, 
and have doubled in the 1990s: 
* Benefiting from strong demand for tractors and cotton-harvesting equipment, sales in 
Australia were up 11 percent and have risen by almost 50 percent in the last two years. 
® Sales rebounded in Mexico due to a recovering economy and solid demand 
for John Deere products, especially tractors. A range of tractor models is manufactured 
at the company’s Saltillo operations, primarily for sale in that country. 
* Helped by strong sales of combines, tractors and engines, Argentina sales rose 
by a further 10 percent in 1997 and are up more than five-fold for the decade. 
® In their first full year on the market, tractors produced by a Deere joint venture 
in Brazil met a strong reception. SLC-John Deere produces medium-size tractors, 
mainly for sale in South America, as well as combines. “Brazil is one of the largest 
and most promising foreign markets for agricultural equipment and an area where 
we expect to see substantial growth,” comments Dave Everitt, who’s responsible 
for sales to Latin America, Australia and much of Asia. 
* Deere sales in many European countries moved higher, and more than doubled to 
nations of the former Soviet Union such as Ukraine, Turkmenistan and Kazakhstan. 


“These are promising markets for Deere equipment due to their large farm sizes and 


pent-up demand for quality farm machinery,” notes Dr. Michael Frank, senior 
vice president and managing director for Europe, Africa and the Middle East. 

In other international developments, Deere acquired an interest in a Chinese 
manufacturer of small combines (John Deere Jia Lian Harvester Company), marking its 
first equity investment in that country. In addition, the company signed a technical agree- 
ment expected to lead to combine production in Ukraine. Deere also acquired Kemper 
GmbH, a German manufacturer of headers for forage harvesters. In December 1997, 
the company assumed an interest in Cameco Industries, a Louisiana-based company that 
produces sugarcane-harvesting equipment and has an extensive overseas presence. 

The division’s growth plan focuses on expanding domestically and in developing 
nations while moving aggressively to update products and introduce new ones. These 
will be for existing markets, as in the case of Deere’s new combine and cotton picker, 
as well as for newer markets, such as sugarcane harvesting and high-capacity air seeding. 

Looking to 1998, Hardiek expects the company’s agricultural equipment 
Operations to be sustained by a strong farm economy, additional new products, and by 
a continuation of Deere’s recent success extending its preeminent position worldwide. 
“We're experiencing outstanding customer acceptance for our products, and our plans 


for entering new market segments are well on track,” Hardiek states. 


ith the introduction of the 
8000T (for tracks) series 
tractors, John Deere 


has strengthened its market-leading 


position in the important 160- to 
225-horsepower tractor class. 
These new models are propelled by 
rubber tracks instead of tires. 

Why tracks? Although research 
shows that compaction can be 
well-managed by tires given proper 
inflation pressure and the right 
amount of ballast, some customers 
favor tracks for certain conditions. 
What’s more, the 8000T-series 
shares most of the same components 
found in the original 8000-series 
models (with tires). Comments 
Bernie Hardiek, division president, 
“The 8000T gives customers a 
tried-and-true tractor with built-in 


reliability and durability.” 


Sales, profits register strong increase 
New products contribute to gains 
Focus on customer strengthened 


John Deere’s Worldwide Construction Equipment Division (formerly Worldwide Industrial 
Equipment) generated record performance in 1997 while making investments to upgrade 
product support, improve market share and introduce new products. Perhaps of most 
importance, the division progressed in establishing a marketing-based, customer-focused 
philosophy. For the year, sales moved 18 percent higher, to $2.3 billion. Operating 
profit improved 16 percent to a record $216 million. Results were boosted by strong 
demand for construction equipment as well as by more efficient operations and strong 
customer response to recently introduced products. Performance, too, was aided by a 
healthy national economy, low interest rates and a high level of housing starts. 

Importantly, the division’s partnership with its dealers was further strengthened in 1997. 
During the year, dealers were heavily involved in developing marketing strategies and in 
creating new standards for a dealer excellence model. “Together with our dealers, 
we're working to create a seamlessness dedicated to providing solutions for customers,” 
says Pierre Leroy, construction equipment division president. 

Construction equipment’s four-year (1995-98) product development program hit 
full stride in 1997 with the introduction of 39 new products. Included were excavators, 
motor graders and four-wheel-drive loaders. The investment in these programs represents 
the division’s largest-ever commitment to new and updated products and state-of-the-art 
production practices. “Recently introduced equipment is strengthening our leadership in 
market-based product innovation and contributing to growth in sales, market share and 
profitability,’ comments Leroy. 

Improved product support 1s a centerpiece of the division’s growth strategy and a key 
to gaining sales and market share. To this end, several enhanced programs were introduced 
or strengthened during the year. Chief among these is CounterParts, which guarantees 
that certain maintenance and wear parts be available at the dealership or provided 
free of charge to the customer. Also debuting was an extended warranty plan, an expanded 
line of remanufactured parts, and software to help customers schedule and track 
maintenance for their equipment. 

In another move to strengthen its aftermarket capabilities, the division acquired an 

interest in a Canadian remanufacturer of hydraulic pumps 


and motors for mining and 


construction equipment. According to Leroy, the investment “provides product-support 


acces: ini arket ¢ <pands é 
ess to the mining market and expands our access to remanufactured parts for Deere 
and competitive machines.” 


Ithough leadership comes in 
all sizes, it’s a very big 
size in the case of the 
John Deere 450L€ excavator. The 
brand-new, 45-metric-ton machine 
is the largest in the Deere excavator 
family, and the successor to the 
popular 992E-LC. The new machine 
is powered by a PowerTech 10.1 L 
turbocharged diesel engine that’s 
generous on power (285-hp) but 
miserly on emissions: The 450LC 
bests the toughest international 
emissions standards for off-road 
vehicles. 

Plus, it’s equipped with one 
of the most advanced engine and 
hydraulic management systems. 
“The great advantage of these new 
excavators is that they can sense 
work loads and deliver exactly the 
right amount of power,” comments 
H.J. Markley, senior vice president 
of manufacturing. The 450LC has 
three power modes — standard, 
for fast cycle times such as truck 
loading or trenching; an economy 
mode for finish work; and an HP 
setting for the toughest digging 
conditions. Electronically con- 
trolled fuel injection improves 
power and torque by enhancing 
combustion and keeping the 


engine at optimum performance 


levels no matter what challenges 
the worksite may offer. 


onstruction Equipment’s product- 


introduction program last 
spring was a spectacular event 


by any industry standard. When the 
smoke had cleared from the final 
fireworks volley, over 1,500 dealer 
and company personnel had been 
treated to the new lineup of John Deere 
construction machines. 

Held at the company’s demonstration 
site near Phoenix, the three-day 
sessions marked the largest product 
rollout in division history and continued 
a multiyear redesign of the entire 
equipment fleet. Backhoes, loaders, 
excavators and motor graders were 
among the new models unveiled and 
put through their paces on the Arizona 
desert floor. 

Plus, industry-leading programs were 
introduced that offer customers unique 
solutions, such as a cost management 
system that helps customers track and 
control maintenance costs. “Customers 
don’t buy just a machine,” explains 
Jim White, senior vice president of sales 
and marketing. “They buy a trench, a 
hole in the ground, or expertise they 
don’t have. They buy a solution to help 


them run their business.” 


Further progress was made establishing a marketing-based culture within the division. 
During the year, marketing strategies were introduced for the underground, material- 
handling and rental markets. These programs detail the capabilities, value enhancements — 
and, most of all, the solutions — provided by Deere and its construction equipment 
dealers. Marketing plans for additional customer groups will be rolled out in the future. 

At the same time, innovative steps to streamline manufacturing processes and 
enhance responsiveness to customer needs moved ahead. One of these involves a dramatic 
reduction in the development time for new equipment. In another case, the division is 
working with dealers and suppliers to compress the time of the order-fulfillment cycle — 
that is, reducing the amount of time that elapses from the dealer’s original estimate 
of equipment needs for the upcoming year until payment is received from a purchaser. 
The program is being piloted in 1998. 

In another development, the division continued to realize encouraging results 
from its investment in Sunstate Equipment, a regional equipment-rental operation. 
Sunstate nearly doubled its number of rental locations in 1997 and increased purchases 
of John Deere machines. The “rent-to-rent” market represented by Sunstate is a 
fast-growing segment of the construction equipment market, and one in which Deere 
believes it can gain a competitive advantage, Leroy points out. “We're committed to 
making further investments in Sunstate to help it reach its growth objectives.” 

Deere continued to build on its collaboration with Hitachi Construction Machinery 
Company. During the year, production of small excavators got under way at Deere’s 
operations in Saltillo, Mexico, while the manufacture of medium-size excavators began 
at Deere-Hitachi’s Kernersville, N.C., location. Excavators in these size classes 
were formerly produced in Japan. In addition, the range of four-wheel-drive loaders 
made in both Deere and Hitachi brands was expanded at Deere’s facility in Davenport, 
Iowa. The moves bolster Deere’s competitive position in these crucial markets by 
reducing costs and delivery times. 

Looking ahead, Leroy says the 
division is focused on increasing market 
share and expanding its participation 
in international markets. Above all, he 
says, it is committed to providing faster, 
more effective solutions in meeting 
customer needs. Comments Leroy, 
“The key to reaching our goals is 
further strengthening our partnership 
with employees, dealers, suppliers 


and customers.” 


CCE’s Investment 
Phase Moves Ahead 


e Sales rise to $1.8 billion 


° Aggressive investment — — 
program continues Ae 


e Market share advances 


Deere’s Worldwide Commercial & 
Consumer Equipment Division achieved 
solid growth in 1997 and enhanced its role 
as the world’s leading producer of premium 
lawn-care equipment. For the year, 

sales moved up 9 percent to $1.8 billion. 
Operating profit was down slightly as 

a result of write-offs for handheld 
consumer products and an unprecedented 
level of investment in new products 

and facilities. Core products such as lawn 
and garden equipment, however, had 
record performance. 

Sales rose for commercial equipment such as Gator utility vehicles and 
commercial mowers as well as for lawn and garden products. Market share 
grew for nearly all of the equipment in these categories. Sales were lower in 
the consumer segment, which manufactures and distributes handheld products. 
Many of these are sold through mass merchandisers and national retail outlets. 


CCE Capital 
Expenditures 
(in millions) $115 


At the same time, CCE made significant strides 


in the pursuit of global leadership as its aggressive new- 


MY) product and capital-spending effort proceeded on 
$48 $52 schedule. Capital expenditures more than doubled for 
Pr al the year, to $115 million. According to Fred Korndorf, 
wo Yo 97 


commercial and consumer equipment president, 
the division is being bolstered by a “combination of resources, competencies 
and scale unmatched in our industry.” 

Highlighting newly introduced products — which will be reflected more 
fully in future-year results — is a suburban lawn tractor replacing the well-known 
STX line. Others include larger Sabre tractor models, an innovative mowing 


and mulching deck, as well as zero-turning-radius commercial mowers and 


Ithough Deere’s golf and turf business is 
only 11 years old, it has definitely come 
of age. One sign is the company’s 
recent designation as the PGA Tour’s official 
equipment supplier. As part of a 9-year 
agreement, Deere will supply golf and turf, 
utility, and selected construction equipment to 
the Tour’s Tournament Players Club courses 
located throughout the world. (Shown here is a 
John Deere 3235A fairway mower at the TPC at 
Sawgrass course, near Jacksonville, Florida.) 
“The Tour believes Deere machinery can 
contribute to the quality and playability of its 
courses,” says Ken Edwards, golf and turf 
business manager. 
According to Edwards, the PGA Tour 


partnership will do more than promote the use of 


Deere golf and turf equipment in a prestigious 


setting. It will make quite an impact on 
sales, too, helping fuel a growth rate that has 
averaged more than 30 percent in recent years. 
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ersatility, power and agility 
describe the new John Deere 
4100 utility tractors intro- 
duced in 1997. The 20-horsepower 
gear- and hydrostatic-drive models 
offer grounds-care professionals and 
property-owners alike heavy-duty 
features at a reasonable price. 
Thanks to a series of easily 
installed and easily removed attach- 
ments, the 4100 tractor can do it all, 
from mowing a multiple-acre spread to 
handling landscaping duties. Whether 
it’s blowing snow, blading or pulling 
a load with a three-point hitch, the 
tractor’s standard mechanical front- 
wheel drive and high horsepower- 
to-weight ratio are equal to the task. 
“It’s hard to remember when 

I've seen customers so excited about 
a new compact tractor,” says Mark 
Rostvold, CCE senior vice president. 
“The 4100 is the sort of high-powered 


utility tractor our customers and 


dealers have been waiting for.” 


other mowing equipment. As a result of recent product development, essentially all of 
CCE’s equipment will have been replaced or updated during the 1996-99 period. 
As part of this major investment effort, a new manufacturing facility near Raleigh, 
N.C., for commercial mowing and golf-and-turf equipment reached completion late 
in the year. The factory provides expanded capacity and lower costs. A plant in 
Tennessee for the production of worksite equipment is scheduled to open in 1998. 
In addition to making investments targeting growth, CCE is adopting process 
improvements that add efficiency and provide more responsive service to customers. 
As an example, a new central distribution system, which speeds lawn tractor shipments 
to dealers, became fully operational in 1997. By creating a common point of origination 
for shipments — an 860,000-square-foot warehouse in Illinois — the system allows 
a more rapid response to changes in regional market demand. The concept proved 
itself early in the year when demand in the southwestern United States far exceeded 
expectations. The new distribution system “allowed us to adjust quickly and deliver 
machines where they were needed in line with customer preference and demand,” 
Korndorf says. Centralized distribution was a key reason Deere achieved market- 
share gains in riding lawn equipment while field inventories were being reduced. 


Other CCE product groups are expected to adopt a similar distribution process 


in the near future, Korndorf points out. 


In other developments, CCE dealers continued to play an active role in the 
organization’s success. A record number of dealer personnel — some 8,000 — took part 
in product-introduction shows and attended a traveling program that toured 35 cities across 
the country. By involving a greater number of dealers, CCE was able to “raise awareness 
about our new equipment, notably the LT-series lawn tractors, for a key audience,” 
comments Mark Rostvold, CCE senior vice president. 

Also, as part of an agreement with the PGA Tour reached in 1997, Deere is providing 
golf and turf equipment on an exclusive basis to Tournament Players Club courses 
owned and operated by the tour. The agreement represents an “important recognition 
of the innovation and quality of our golf and turf products and global service capabilities,” 
Korndorf says. Golf and turf sales increased by almost 50 percent for the year. 

Deere’s CCE operations have the right combination of strengths to fulfill their primary 
aspiration of global leadership, Korndorf states. “Our technical competencies, distribution 
network, aftermarket support system and access to capital are second to none,” he says, 
owing in large part to their connection with other Deere equipment operations. In this 
regard, Korndorf believes CCE is poised to reinforce, and greatly expand, its leadership role 
in the years ahead: “While we'll continue growing in traditional areas such as premium 
lawn-care equipment, we're also establishing a strong position in commercial markets, 
where a majority of our investment is being targeted,” he notes. “We're well-situated to 


extend our position of global leadership in the commercial and consumer equipment field.” 


ith three new industry- 
leading LT100-series 


lawn tractors, John Deere 


is cutting a wide path through the 


suburban lawn-and-grounds-care 
market. While most lawn tractors 
are designed to mow grass and 
little else, the LT100s do far more. 
They bring the versatility of a 
higher-priced garden tractor into 
the more economical price range 
of a lawn tractor. 

With help from 16 available 
implements, the LT100s can do 
everything from mowing grass to 
moving snow. Equipped with a new, 
and equally innovative, Freedom 42 
mowing deck, they bring extra flair 
to even the most basic job. (Itself an 
engineering marvel, the Freedom 
deck can mulch in even the wettest 
conditions.) 

Offering 13- to 16-horsepower, 
the new LT100s replace the popular 
STX series yet have far more features 


and technological advancements. 


Still, customers can walk into a 


John Deere dealer today and pay the 
same price for a brand-new LT133 
tractor as for an STX38 when it was 
introduced in the late 1980s. 


SUPPORT OPERATIONS 


t’s located in an arid part of Mexico, 
but Deere’s newest engine factory, 
at Torreon, Coahuila, is an oasis 


of advanced technology. World-class 


hardware and manufacturing processes 


Sales experience 15 percent improvement have beom hrowglit tagethen‘In‘tiie 
New Torreon facili ty beg Ins operation 500,000-square-foot facility, which 
began production in late 1997, The 
Helped by strong sales of John Deere equipment and gains in external markets, plant is “expected to become the 
the Deere Power Systems Group (DPSG) recorded another year of growth in 1997. lowest-cost producer of the highest- 
Overall sales of engines and powertrain components were up 15 percent, including quality engines on the market,” says 
a 13 percent increase in sales to original equipment manufacturers (OEMs). Don Henderson, general manager. 
With the full introduction of the new PowerTech series, completed in 1996, When fully operational in 1998, 
all major Deere equipment now features Deere engines. “This is an important factor the Torreon facility will manufacture 
in distinguishing our products and provides key marketing advantages,” notes 3-, 4- and 6-cylinder engines. 
Ron McDermott, senior vice president. These powerplants will be used for 
In both Deere and OEM machines, company-made engines contribute a number of John Deere products, 
significantly to economy, performance, reliability and customer satisfaction. As an notably smaller tractors. (Shown 
example, the PowerTech 12.5 L model set a new fuel-economy record for engines are 3-cylinder engines for Deere 
of its size in independent tests at the University of Nebraska. The 12.5 L model also utility tractors.) 
is credited with helping drive a dramatic market-share gain for John Deere four- Among the plant’s many 
wheel-drive tractors, McDermott says. In another case, the 8.1 L engine, coupled advances, the assembly floor is the 


with a new electronically controlled transmission produced by the company’s most computerized of any company 

Funk subsidiary, is providing performance advantages and promoting sales gains factory. Torques are automatically 

for the new John Deere C-series motor graders. set, and other adjustments made, 
Engine operations advanced on the international front as well. Late in the year, as engines travel down the line. 


production of medium-size (45- to 225- hp) 


engines got under way at a new engine factory 
in Torreon, Mexico. Production is planned to 
steadily increase over the next two to three 
years. In another international development, 
capacity was increased at the company’s engine 
facility in Argentina to meet demand for the 
SLC-Deere tractors produced in Brazil. 
According to McDermott, the division’s 
plan for growth and leadership includes 
substantially boosting production, largely in 
support of the overseas growth of Deere’s 


equipment operations. 
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° Sales post 9 percent rise 
° Technology aids 
aftermarket support 


“Deere’s parts division plays a key role in 
enhancing the company’s leadership posi- 
tion in customer service, product support 
and market penetration,” says Joe England, 
senior vice president of Worldwide 
Parts and Corporate Administration. 
Service parts typically account for about 
20 percent of company equipment 
operations’ sales and are an important 
source of revenue and profit for the 
company and John Deere dealers. For 
the year, parts sales were up 9 percent, 
to a record $1.9 billion. The increase reflected strong sales of Deere equipment, both 
domestic and overseas, as well as the success of programs driving parts-sales growth. 

Long known for providing unsurpassed customer service, the company and its 
dealers are making increased use of technology in order to enhance existing world-class 
levels of performance. “The parts business is dependent upon the latest in information 
and communications technology to ensure availability and timely delivery of our stock 
of some 300,000 different part numbers,” England says. 

In support of these priorities, several programs aimed at sales growth and increasing 
the timely availability of service parts debuted, or moved ahead, during 1997. 

A new Internet-based ordering system (JD Point) was introduced during the year, 


significantly improving communications and deliveries to some overseas and certain 


commercial and consumer equipment dealers. John Deere Personal Service 
an on-line connection between Deere dealers and customers — doubled in size to some 
3,000 customers. The system is Deere’s “most successful and fastest-growing example 
of electronic commerce,” England says. Significant sales gains are seen after customers are 
linked to JDPS. Additionally, the identification of parts critical to the uptime of machinery, 
and the stocking of these parts by dealers through Deere’s critical code program, continued 
to enhance customer service. Another program that debuted in 1997 — CounterParts — 
guarantees that selected construction-equipment maintenance parts will be available at 
the dealership, or provided free to the customer. 

Keys to furthering Deere’s service-parts leadership include continuing investment in 


information technology along with aggressive sales-growth initiatives, England says. 


They're here...or theyre free! 


ounterParts takes us to the 

next level as a dealership,” 

says John Kostello, product 
support manager of the Brooks 
Tractor, Inc., location in Milwaukee, 
Wisconsin. He’s referring to a unique 
parts-availability guarantee intro- 
duced in 1997 at many John Deere 
construction-equipment dealers. 

If a customer requests a covered 
item at a certified CounterParts dealer- 
ship, and it isn’t in stock, Deere’s 
parts division will overnight the item to 
the dealership for next-day delivery — 
and the customer gets it free. 

Covered replacement items 
include those that can be installed in 
two hours or less, such as hydraulic 


hose, routine maintenance parts 


such as filters, and wear parts for 


certain machines. “CounterParts 
helps us keep our customers up and 


running,” Kostello says. 


FINANCIAL SERVICES 


Earnings reach record level 
New business, portfolio size have impressive growth 
Lending operations expand to Europe, Australia 


John Deere Credit (JDC), one of the largest lenders in the agricultural sector, 
extended its leadership position in 1997 by entering new geographic markets and 
offering a wider range of credit products. At the same time, the division realized 
another year of record earnings, based on the strong financial performance of its 
lending businesses. 

JDC net income reached $147.2 million on a 12 percent gain in administered 
receivables. Net receivables and leases administered, which include receivables 
previously securitized and sold, grew by $929 million during the year, to $8.4 billion. 
New business volume alone rose by 18 percent, nearly half of which came from 
receivables and leases originated through John Deere dealers. 

Positive factors included a strong sales and leasing environment, notably for 
John Deere equipment, as well as the continued growth of the Farm Plan charge- 
account program. Wholesale financing of construction equipment, recreational 
vehicles and manufactured housing performed strongly. Plus, new programs aimed at 
yacht financing and golf and turf-equipment leasing moved ahead at an impressive rate. 

All of JDC’s US. lending divisions experienced growth in 1997. The 
agricultural division — which represents over half of JDC receivables — posted an 
18 percent gain in new business volumes, highlighted by a major rise in retail 
notes, Farm Plan and leasing. 

Commercial lending 
registered a small increase, paced 
by wholesale and leasing activity 
for John Deere construction 
equipment. Wholesale financing 
of manufactured housing also 


moved higher. 


ohn Deere agricultural equip- 
ment sales are starting to get 
a powerful international boost 
from the company’s credit division. 
In 1996, John Deere Credit opened its 
first operation outside the U.S. and 
Canada, in Monterrey, Mexico. In its 
first transaction, five cotton pickers 


were leased to Roberto Tarriba, owner 


of a sprawling farm on Mexico’s 


Pacific coast. Tarriba, shown below, 
is an example of the type of highly 
successful international customers 
making use of JDC products. 

“We're expanding internationally to 
support sales of John Deere equipment 
and to provide profitable growth for 
our credit operation,” comments 
Jim Israel, JDC’s senior vice president 
in charge of international lending. 

During the year, the division 
established a joint-venture lending 
operation in Germany and was just 
opening its doors in Australia at year- 
end. In all, Deere’s credit business 
expects to generate several hundred 
million dollars of international 


business over the next few years. 


The consumer lending 
division reported a 40 percent 
increase in business. The 
division provides financing 
mainly for John Deere lawn and 
grounds care equipment and 
recreational vehicles. Financing 
of recreational vehicles and 
yachts — at both retail and 
wholesale levels — was especially 
strong. Additionally, a major 
leasing program for golf and 
turf equipment moved ahead. 
Starting in 1998, this effort will include significant activity associated with Deere’s 
recent designation as the PGA Tour’s official equipment supplier. 

JDC’s Canadian new-business volumes continued the pace established last 
year, with strong growth among all product lines. Financing of John Deere 
equipment represented over 71 percent of new receivable and lease volumes. 
Recreational vehicle and transportation financing also remained strong in 1997. 

One key to JDC’s leadership strategy is international expansion. Overseas 
financing operations were begun in Germany and Australia in 1997 and completed 
JDC Portfolio Size 


(Net Receivables/Leases : : . . 
Administered, in billions) While small overall, these operations are growing substantially 


$6.7 x 


95 _ 96 97 Mike Orr, president of Deere’s financial services division. 


their first full year in the United Kingdom and Mexico. 


and helping fuel sales of John Deere equipment outside 

of North America. “We regard international expansion of 

credit as an important element in supporting the increased 

sale of John Deere equipment throughout the world,” says 
Future growth opportunities are focused on such areas as production loans to 

farmers, a continuing emphasis on leasing, and an expanded international presence, 

Orr says. “We're confident we're in position to achieve strong growth in coming 

years and to extend the leadership role that we’ve long enjoyed domestically to 


other areas.” 


n the wake of last year’s acquisi- 
tion of First New England 
Financial — one of the oldest and 

largest originators of yacht loans — 
John Deere Credit has extended 
its leadership in yacht financing 
with new programs tailored to this 
specialized market. 

These rely on JDC competencies 
in providing high-quality financing 
products that help manufacturers, 
dealers and retail buyers with an 
array of financing terms. For example, 


the newly introduced YachtLine, 


a revolving-credit account, allows 


retail customers to access equity 
and better manage their investment. 
The product combines JDC’s 
experience in underwriting yacht 
loans with its ability to administer 
revolving-credit products such as 
Farm Plan. YachtLine is one of the 
reasons Deere has become the 
nation’s leading originator of yacht 
financing and why yacht-financing 


volume nearly doubled in 1997. 


Insurance Furthers 
Leading Position 
With Dealers 


° Focus tightened on core 
customer groups 


° New initiatives target growth 


The John Deere Insurance Group (JDIG) 
strengthened its leadership role as the nation’s 
number-one provider of property and casualty 
protection to agricultural and construction 
equipment dealers. At the same time, the division 
again contributed to the company’s overall 
financial performance. 

Amid highly competitive conditions, 
premium volume fell while investment income remained about the same. Overall 


revenues, including investment income and gains, were down 9 percent, to $365 million. 


Net income also fell 9 percent, to $29.6 million. Part of the year-to-year decline came 


from a non-recurring gain in 1996 on the sale of the personal lines business. 
Deere’s insurance operations include three major areas — dealers of farm machinery, 
construction equipment and automobiles; transportation services, mainly for long-haul 
truckers; and an emerging specialty business for customized insurance products. In the 
dealer business segment, Deere dealers represent the largest customer group, accounting 


for about 50 percent of its premium revenues. Coverage offered to dealers includes 


property and liability; health and accident (for employees); as well as inventory protection. 


JDIG continued to experience good results from efforts to distinguish its products 
through quality, service and a close relationship with customers. “We are pursuing new 
programs that enhance our level of service and offer new products to policyholders,” 
comments Wayne Ashenberg, division president. An annual customer-satisfaction 
survey done by the Gallup organization continued to give the Deere insurance group 
high marks for service. Customer-retention levels, already quite high by industry 
standards, showed further gains. 

At the same time, the group’s financial position — key to the success of any 
insurance operation — remained strong. While down in line with the revenue 
reduction, assets remained near $1 billion in 1997. 

According to Ashenberg, the division’s emphasis on serving core customer 
groups provides a strong footing for further growth. Emerging initiatives include 
an expanded distribution channel for transportation insurance as well as further 
medical-plan options for dealers. Also, in what could become a major market 
opportunity, JDIG plans to begin underwriting extended warranty protection for 


certain John Deere products in 1998. 


eere’s insurance group 

provides equipment dealers 

with all the protection they’d 
ever need. Consider the case of Pete 
Boria, owner of 146 Supply Center, 
Inc. His 20-year-old John Deere 
dealership in Millbury, Massachusetts, 
is covered by a series of company- 
issued policies safeguarding his 
property and employees. 

In Boria’s case, a floater policy 
covers his showroom machinery and 
inventory; another Deere policy 
protects customer equipment; while 
personal-liability, business and auto 
policies insure the rest. Boria’s 


employees have health and dental 


coverage through JDIG as well. 


Result? Full protection under 
the John Deere insurance banner. 
“Claims are settled quickly and 
I get a single statement a month,” 
Boria notes. “I don’t go anywhere 


else for what | need.” 


hen Mary Ahern, an 
accountant at the John 


Deere Dubuque Works, 


no longer could walk her dog or 


- j = i — ‘ ; do artwork without becoming short 
Difficult industry environment hinders results 


of breath, she knew she needed help. 


Key quality accreditation earned That awareness led Ahern to her 
Programs keep Deere health-care costs under control doctor and, eventually, to a JDHC 
transplant case manager. Within a 
John Deere Health Care (JDHC) continued to expand on its tradition of providing high- few months, she received a lung 
value health care to all its customers, a group that includes most John Deere employees. transplant at the University of Min- 
Membership in its managed-care plans — John Deere Family Healthplan and Heritage nesota Hospital & Clinic, one of 33 
National Healthplan — rose by 11 percent, to 432,000. centers of excellence chosen for 

Despite the membership growth, JDHC incurred a substantial net loss primarily their quality of care and successful 
as a result of pricing pressure in the managed-care field and higher-than-expected medical experience performing transplants. 
costs. This marked the division’s first earnings downturn in the last 10 years. Ahern’s operation ended regular 

At the same time, Deere’s health-care operations continued to provide effective visits to the emergency room and 
management of the company’s employee medical costs, its primary mission. More than added greatly to her quality of life. 
85 percent of Deere’s domestic employees are enrolled in JOHC managed-care plans, She’s now back at work full time. 
all of which promote high customer satisfaction and affordable value. Due in large part “John Deere Health Care took care of 
to these efforts, Deere health-care expenses have been increasing at a lesser rate than everything,” she says. “All | had to 
at other companies offering comparable coverage. do was be the patient.” 

During the year, the Heritage National Healthplan reached an important milestone Teaming with the nation’s best 
by receiving provisional accreditation from the industry’s leading quality organization, transplant centers is one of the ways 
the National Committee for Quality Assurance. The accreditation represents an JDHG works to provide a premium 
“important recognition based on our continued emphasis on providing excellent level of care for Deere employees like 
health care,” according to John Jenkins, JOHC president. Mary Ahern and other managed- 


Among other steps, the division is sharpening its focus on efficiency and automation, care participants. 


he says. These factors should help return 


JDHC to profitability while providing a 
stable foundation for future growth. “As we 
streamline and refocus, we feel confident 
that health care can be made a substantially 
better business in the future,” he says. 

In this regard, John Deere Health Care 
is positioning itself in several key markets as a 
premier provider of health-care services. 
Comments Jenkins, “Actions being taken 
to simplify administrative processes and 
improve technological applications should 


strengthen our role in health care.” 


Environmental Leadership 
Drives John Deere Products 
And Programs 


© Scorecard tracks environmental performance 
° Units make progress in audits 
° Products answer environmental challenge 


Deere & Company’s commitment to environmental leadership 
resulted in several important accomplishments in 1997. Company 
factories, for example, made progress reducing landfill waste and 
lessening their impact on the soil, air and water. In addition, 
all of the 100 or so products introduced by Deere during the 


year were designed with environmental stewardship in mind. 


Environmental Performance Included in Corporate Scorecard 
The company completed its first full year of collecting data 
for use in a corporate scorecard issued every quarter to track 
progress relative to a number of important measures. In the case 
of environmental performance, the key metric being monitored 


Total Waste Generated for purposes of the scorecard is total 
47 (kg. per ton of 


36 production) 


26 
aa 


93 95 97 


waste generated per ton of production. 
The scorecard takes the company’s 
environmental pulse as unit personnel 


measure solid waste throughout various 


stages of manufacturing. 


Audits Show Steady Progress 

During the year, extensive environmental audits of 10 John Deere 
units were completed by an independent agency. Audits are carried 
out every three years at larger factories and every four to five years 
at others. In order to reduce costs, improve efficiency and make 
the audits a learning process, the two-person independent auditing 
teams are being assisted by John Deere environmental experts. 
At the same time, Deere units began installing new software that 


helps each location easily monitor its overall environmental 


performance. The software can be customized and used to evaluate 
specific environmental programs. 

Audits conducted in 1997 revealed no significant environmental 
problems or deficiencies at company facilities, and showed 
progress in several categories. Most of these concern a specific 
type of waste reduction. Since 1992, company facilities have 
made major progress in achieving reductions of total solid waste 
(58%), landfill waste (65%), hazardous waste (65%) and toxic 
releases (56%). 


Facilities Honored for Environmental Achievement 

Deere facilities recorded a number of milestones in several 
important areas during 1997: 
«John Deere’s newest 
engine facility in Torreon, 
Mexico, has been equipped 
with a water-treatment 
facility that could make earlier 
methods obsolete. The 
revolutionary ion-plasma 
method uses physics rather 
than chemistry to reclaim 
100 percent of the water 
circulated through the plant. 
It’s similar to the technology 
installed at the company’s nearby Saltillo factory earlier in 1997. 
* Deere’s Waterloo Works was awarded the lowa governor's 
waste-reduction award for recycling. The factory also earned 
recertification from the Wildlife Habitat Council for management 
of the property around its site. 

° Deere’s Moline Harvester Works and Seeding Group 
earned the Illinois governor’s pollution-prevention award for its 
past seven years of leadership in reducing waste. The facility cut 
the amount of waste generated by nearly 75 percent during 


that period. 


° The Zweibriicken factory in Germany received the 
prestigious ISO 14001 certificate in 1997, based on its exemplary 
environmental performance. Over the past six years, the facility 
has reduced waste per ton of production by 74 percent, waste 
water by 53 percent, and organic substance emissions by 


37 percent. 


Products Lessen Environmental Impact 

Several products were introduced during the year that help 
make the customer’s workplace and the environment healthier. 
For example, a new filtering system available for the John Deere 
<4700 sprayer cab mini- 
mizes irritants including dust, 
pollen and mold spores, as 
well as chemical odors. A two- 
stage filtration system cleans 
air inside the cab with superior 
efficiency. Plus, the filters 


help eliminate the need for a 


breathing apparatus when 
spraying most pesticides. The new filtering technology is expected 
to be applied to tractor models in the future. 

Strong sales also continued of environmentally positive 
products. Items such as vegetable-based hydraulic and transmission 
fluid, an all-purpose polish made from soybean oil, and a specially 
formulated biodegradable wash detergent, are helping customers 
keep their machines running and looking like new. In addition, 
an increased emphasis on bulk-oil sales has reduced the number 
of shipping containers needed, lessening the chance of a spill. 
Trash-handling package 
beefs up loaders. > 
Specially outfitted Deere 
construction machines 
are making quick work 
of dirty jobs at trash- 
recycling centers. New 
Deere 244H loaders can 
be equipped with strong 


body armor and a super- 


capacity cooling system that make them equal to the task of 
handling wood, metals and other solid waste. Equipped with a 
special trash-handling package, the 244H becomes an efficient 
solution for environmental cleanup. 

Freedom mower deck 
cuts landfill waste. > 
One answer to grass and 
leaves crowding landfills is 
the new Freedom 42 mower 
deck. Made for the John 
Deere LT100-series lawn 
tractors, this 42-inch deck 


mulches clippings so small 


they can be blown into the 
turf and out of sight. What’s more, the Freedom 42’s contoured 
shape and special blade design provide a superior cut. Also, an 
innovative self-scouring underside and counter-rotating blades 
prevent grass buildup even in wet conditions. 

Latest precision-farming feature helps monitor inputs. ¥ 
Through its precision-farming equipment, Deere has been 
committed to putting down-to-earth, space-age technology 
into the hands of its customers for some time. The most recent 
tool is the GreenStar yield 
monitor for John Deere 
combines. It measures both 
crop yield and moisture 
content as the combine 
moves through the field. 
This information, displayed 


on a monitor mounted 


inside the cab, tells farmers 
the extent to which yield can vary within their field. The new 
technology shares many of the same components of the company’s 
yield-mapping system introduced in 1996, but comes without 
software or a recording capability. These features can be added 


at a later point. 


DIRECTOR & OFFICER CHANGES 


Changes noted below were made during the year (through December 31): 


New Members, Deere & Company Board of Directors: 


Antonio Madero B., Chairman of the Board and Chief Executive Officer, 
SANLUIS Corporacion, S.A. de C.V., Mexico 


John R. Stafford, Chairman, President and Chief Executive Officer, 
American Home Products Corporation 


Officers appointed to new positions: 


John K. Lawson, Senior Vice President, Engineering, Technology, 
and Human Resources 


Michael P. Orr, President, Financial Services 


John J. Jenkins, President, John Deere Health Care, Inc. 


Newly appointed officers: 

Wayne R. Ashenberg, President, John Deere Insurance Group, Inc. 
Curtis G. Linke, Vice President, Corporate Communications 

R. David Nelson, Vice President, Worldwide Supply Management 


James S. Robertson, Vice President and Comptroller 


DEERE & COMPANY 
STATEMENT OF CONSOLIDATED INCOME 


CONSOLIDATED 
(Deere & Company and Consolidated Subsidiaries) 
Year Ended October 31 

(In millions of dollars except per share amounts) 1997 1996 1995 
Net Sales and Revenues 
INGE SIC OF CCUM EN re insecconcecmvsctersscxeiassessteven eons ersseeseraneeces Seer uessersnveveereit aeneareaatsnerriemearated $11,081.7 $ 9,640.0 $ 8,830.2 
Finance and interest income 867.4 763.4 660.4 
InSUFANce- and HealthCare: PFEMILITS: ssevcosssesssssseriexsmeanavsneenetencinemsen: 668.1 658.1 627.6 
INWESUNENMINCOMC cis os cr cnsrsccrrsesratetrerseumsccun empath ganna temnEnon ETE INT 67.2 66.2 95.4 
Other income . 101.7 16.9 

h (ot: eeeetereerretere eerste etn ee eneertrrcstr tree err terete errr rere eerie F 11,229.4 10,290.5 
Costs and Expenses 
GOSHO)GOOUS! SOG: cvisnssevcvetacvevenanniarecdwre ites GererinsteniatiT aerate re ea 8,481.1 7,460.2 6,922.1 
Research and development Expenses ..........ccccesceceeseesecestestesesteseeseenesteeteeeees 412.3 370.3 327.4 
Selling, administrative and general CXPENSES.........:.cccecceseseesesteseeseeteeterteeeeees 1,320.7 1,146.6 1,001.4 
INTSFESt GXDGHSO ve iss nminsscieaseniarennnaraonE ORME 422.2 402.2 392.4 
Insurance and health care claims and benefits 594.0 502.1 499.2 
OMEN OPELAUTG OXDCMSOS .ssesseceersersnsnsrateanssderenrnavazsuesuoncrsetansntpaceatesnastvareecennanners 94.0 61.4 59.3 

ATIGUL ll eecesesasceiee sas nsaessass dered audsvacsssaaeat geared so wees caeaina evaae rein orservaavncevisasaraaen sei eeaioee areas 11,284.3 9,942.8 9,197.8 
Income of Consolidated Group before INCOME TAaXES.................ccccccccscesessesescesesesseseseesesrereseeees 1,507.1 1,286.6 1,092.7 
POVISION AON INCOMOSTAXGS 'i05 x snssvvenvasvvncvanxcesesiavnenssatbevesassovatndecicenentsuns siete apeistnonsencst auenteesetevetnecin ee 550.9 479.8 397.8 
Income Of Consolidated Group.................cccscssesssssssssstessssessesesteseessenecusssesssssssecsssecsesassaceeseseeess 956.2 806.8 694.9 
Equity in Income of Unconsolidated Subsidiaries and Affiliates 

CHEE smcswssctscasinvewons voeusnticossn resadiade ive aatleosiawinsulllersnlnchevtd sb gontbsteh sigue onanaganneaeced wamnecaueseeerieere (1.4) 

NSU GOs: ssicies saestnccensscbanzssneaaasavanssnsesanaanayainsdnnsandoas sapasdiaedeian cd enaraevaaiesad aaasaiaenimadisvsnaienoauaanoas af 

RIGA CAG evencosseuvernuvenwern averse eemeenarnaaranenena ERE RE IT neenoarairaAteenTS 

bid 10.5 10.5 
3.9 10.5 11.2 

NGE [GONG S esse esssseecrcrnrcanreneaemeenanemenearenaonrnere anni aeneneriae ennemmeaarenmonarnnes $ 960.1 $ 8173 $ 706.1 
Per Share Data 
Net income per share, primary and fully CiULCd........ccscescesseessesssessesssssessessecseessesssescssesssseesvearearesseesees $ 3.78 $ 3.14 $ 271 
DIVIGENAS GEGCIARCG sess: icecsnerasnccevecnrsesnsvevectcarmetrancane aoe covnaaseprneeneanaceretanteninesehioriarrteareorschanvoreaiivesten $ 80 $ 80 $ 5) 


The “Consolidated” (Deere & Company and Consolidated Subsidiaries) data in this statement conform with the requirements of FASB Statement No. 94. 

In the supplemental consolidating data in this statement, “Equipment Operations” (Deere & Company with Financial Services on the Equity Basis) reflect the basis 

of consolidation described on page 44 of the notes to the consolidated financial statements. The consolidated group data in the “Equipment Operations” income statement 
reflect the results of the agricultural equipment, construction equipment and commercial and consumer equipment operations. The supplemental “Financial Services” 
consolidating data in this statement include Deere & Company's credit, insurance and health care subsidiaries. Transactions between the “Equipment Operations” and 
“Financial Services” have been eliminated to arrive at the “Consolidated” data. 


The information on pages 37 through 56 is an integral part of this statement. 


ce SS SS SE 


EQUIPMENT OPERATIONS FINANCIAL SERVICES 
(Deere & Company with Financial Services on the Equity Basis) 
Year Ended October 31 Year Ended October 31 
1997 1996 1995 1997 1996 1995 


$ 11,081.7 $ 9,640.0 $ 8,830.2 


114.8 120.5 105.3 $ 757.6 $ 648.5 $ 561.2 
697.2 690.6 674.6 
67.2 66.2 95.4 
47.6 28.8 28.4 63.1 76.2 52.0 
11,2441 9,789.3 8,963.9 1,585.1 1,481.5 1,383.2 
8,499.3 7,486.1 6,943.8 
412.3 370.3 327.4 
940.3 817.7 707.7 388.9 337.1 305.9 
80.8 107.4 126.7 346.4 300.3 rate 
560.2 503.8 515.6 
19.5 24.3 25.5 74.4 37.1 30.0 
9,952.2 8,805.8 8,131.1 1,369.9 1,178.3 1,123.2 
1,291.9 983.5 832.8 215.2 303.2 260.0 
475.2 373.5 303.8 75.7 106.4 94.1 
816.7 610.0 529.0 139.5 196.8 165.9 
147.2 146.6 120.9 (1.4) 
29.6 32.7 29.4 7 
(38.7) 17.5 16.3 
5.3 10.5 10.5 
143.4 207.3 177.1 (1.4) 9 


$ 960.1 $ 817.3 $ 706.1 $ 138.1 $ 196.8 $ 166.6 


DEERE & COMPANY 
CONSOLIDATED BALANCE SHEET 


CONSOLIDATED 
(Deere & Company and Consolidated Subsidiaries) 

(In millions of dollars except per share amounts) October 31 
ASSETS 1997 1996 
Cash and short-term investMents.........ccsscssssessesssecsessesscccsssssessesssscvessssssssecssesscessossssasensensesasaneecnsensetes $ 330.0 $ 291.5 
Cash deposited with unconsolidated SUDSICIArIES..........ccscccscessesseessessessecssessessecsscsscsressesseesvesrensessressesees 

(GaShPaniGieaSh GQUWIVAICS csisccccecsaseeecoswusseessipviwoveeemasvercoticrwemieiiiwiatennmsvetanememansreraaaimn es 330.0 291.5 
Marketable S@CUItICS .......c.scccssessesteseeseesseseeseessssesresessessssseassssesssessesssssesssessessesses 819.6 869.4 
Receivables from unconsolidated subsidiaries and affiliates 14.6 13.1 
Trace accounts and notes receivable - net 3,333.8 3,152.7 
Financing receivables - NEt......ccescesesesessesesesseseeeaes 6,404.7 5,912.2 
Other reCeiVADIES.........sssscsecserecrssssssssnssessnssesessssseeesceses 412.7 549.6 
Equipment on operating leases - net 774.6 429.8 
FIVERTOF OS iancccescesseasosaxossteasaoarateaniaternascesatte aeeteseveeosucs past seiieecnesetercoresstne keneamnuitenende rar eae Rn enetaN ts 1,072.7 828.9 
Property and equipment - net 1,524.1 1854 af 
Investments in unconsolidated subsidiaries and affiliates ..........ccesescesescssescesessesescesesesssssstssssssesstsvesseeees 149.9 127.4 
HILAICIDIGZASSOTS:= GGL: eaaissnnoscdrernesincan oa sehonndgacesnse coienkssitendoeepoenentind any sonasaateccansuaiesovadeldannenssvunsanteresue 157.8 285.9 
Prepaid pension costs 592.9 30.9 
OUIEE ASSES ass enecuesreromnseuninacresieexcanmmavn crecemaneneeeuen ent reneceanetcxven etna 107.2 75.6 
Deferred income taxes 543.6 653.0 
DIGREIE Cl CHALGSS) sissssesnncadisansossacesavoasdansuseskaweeieandbunsnnn ea badeasodesadasesaiesaqansenadadecaancondzssnacks suensateedannedtioes 81.6 81.0 
VTA ras scscatseta co evecare vsaece orcas aera stnss chsenaga cons aceatark eaeoeuapracia pasts aa salanaiaadecaute xivaltionnsioatthinate heat iansian $16,319.8 $14,652.7 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
LIABILITIES 
SHOE DOM OWING Sissies ccsreneirecesurannasnrnannnn mccain enmramternnnninnenre Ns $ 3,774.6 $ 3,144.1 
Payables to unconsolidated subsidiaries and affiliates. .........cccccecsseseeseesesseesnessessssesrssseereavesnesneess 48,7 27.6 
Accounts payable and accrued expenses 2,839.7 2,676.2 
Insurance and health Care ClaiMS AN FESEIVES........:.ccseseseseseeesesesestescsnenesessseenssssteseatsnestanesseseseenessees 414.7 437.6 
\ciidlcohic). commenter attr ent mt rrr ont tcc ere tr Teen UTES 132.4 
Deferred income taxes 21.4 9.4 
LGMOSESEIM-DOMOWIM SY avecsiie venssirecasvenvasovarsansssuurasarivestrsasivaniin dn ateiakecivbe iene eeehaicussshust we eoeata stipes 2,622.8 2,425.4 
Retirement benefit accruals and Other liabilities .........ccsceseseesessesessesessesesesteseetssesesestsuesssussssrssesseveaessens 2,333.2 2,242.8 

ROTA IADIIT OS sacescusnssaesicaniaveevavesrennssncrsiinwerataieseventeriermsanetesgiseolvestcdnnndauistba menu teauneert: 12,172.6 11,095.5 
STOCKHOLDERS’ EQUITY 
Common stock, $1 par value (authorized — 600,000,000 shares; 

issued — 263,849,303 shares in 1997 and 263,833,099 shares in 1996), at stated value............... 1,778.5 1,770.1 
Retained earnings. 3,048.4 2,299.5 
Minimum pension liability AdjUStMEN.......ccesceseessssessesestestesnestesessessesnsstssessecussteanesessesssanssessesseaseesseess (14.0) (235.4) 
Curnulative translation Adjustment .........cccsssscsssssssssscsssscseescassscsscessssssscassssessecessecsosssesnetesesessesessneens (57.4) (14.0) 
Unrealized galnion: marketable: SeCuritles: sviveicnarrcmvnnntmmenurammnnnvmenvan anni 22.2 14.0 
UMaMOrtized [EStiGlEd SIOGK COMPENSATION mcisinanssncmetcesmancincdrnmnneamnee: (17.4) (11.1) 
Common stock in treasury, 13,556,164 shares in 1997 and 6,567,007 shares in 1996, at cost............. (613.1) (265.9) 

TOUAlIStOCKNGIOENS OUI: seovsnevcneveavearercnaencnniantenrnunuarnnarcrecmanmtarawnaee nn 4,147.2 3/5572 
"TOTAL scssssassanstee eereee tener veepmnnoersteas creer dete aetronere emanate genueiy bec mernaneetrusrear emer emepaNien tuNTs $16,319.8 $14,652.7 


The “Consolidated” (Deere & Company and Consolidated Subsidiaries) data in this statement conform with the requirements of FASB Statement No. 94. In the supplemental 
consolidating data in this statement, “Equipment Operations” (Deere & Company with Financial Services on the Equity Basis) reflect the basis of consolidation described on 
page 44 of the notes to the consolidated financial statements. The supplemental “Financial Services” consolidating data in this statement include Deere & Company's credit, 
insurance and health care subsidiaries. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive at the “Consolidated” data. 


The information on pages 37 through 56 is an integral part of this statement. 


EQUIPMENT OPERATIONS FINANCIAL SERVICES 
(Deere & Company with Financial Services on the Equity Basis) 
October 31 October 31 
1997 1996 1997 1996 
$ 61.2 $ 80.0 $ 268.8 $ 211.6 
350.0 544.8 
411.2 624.8 268.8 211.6 
819.6 869.4 
57.8 105.3 6.1 
3,333.8 3,152.7 
83.5 103.4 6,321.2 5,808.8 
2.1 56.6 410.6 492.9 
193.9 152.9 580.7 276.8 
1,072.7 828.9 
1,479.1 1,301.3 45.0 50.4 
1,494.7 1,445.3 13.0 6.3 
148.4 276.3 9.4 9.7 
592.9 30.9 
66.6 34.1 40.6 41.5 
490.8 603.2 52.8 49.7 
57.2 52.4 24,4 28.7 
$9,484.2 $8,768.1 $8,592.2 $7,845.8 
$ 171.1 $ 223.6 $3,603.5 $2,920.6 
54.8 27.6 392.7 637.0 
2,134.1 1,975.1 705.6 701.4 
414.7 437.6 
114.2 130.3 3.2 2.1 
21.4 9.4 
539.9 625.9 2,082.9 1,799.5 
2,301.5 2,219.0 31.8 23.7 
5,337.0 5,210.9 7,234.4 6,521.6 
1,778.5 1,770.1 238.4 209.4 
3,048.4 2,299.5 1,104.5 1,103.2 
(14.0) (235.4) 
(57.4) (14.0) (7.3) (2.4) 
22.2 14.0 22.2 14.0 
(17.4) (11.1) 
(613.1) (265.9) 
4,147.2 3,557.2 1,357.8 1,324.2 
$9,484.2 $8,768.1 $8,592.2 $7,845.8 
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DEERE & COMPANY 
STATEMENT OF CONSOLIDATED CASH FLOWS 


CONSOLIDATED 
(Deere & Company and Consolidated Subsidiaries) 
Year Ended October 31 
(In millions of dollars) 1997 1996 1995 
Cash Flows from Operating Activities 
INET UITCOUE TE Sscines ssi tusesexssecans cov osvtavearanstace toa ieunosn zona av enrauueaeraoneai aves tacos Ses trates erat $ 960.1 $ 817.3 $ 706.1 
Adjustments to reconcile net income to net cash provided by operating activities: 
Provision for doubtful receivables 51.0 59.9 39.6 
PROVISION TOF CEPFEClAt Ofc wererserearnaesiemmmesdiemcnentanaty 365.6 311.4 283.1 
Undistributed earnings of unconsolidated subsidiaries and affiliates ...........cescesceseesessestestestesessesseeseess (.3) (2.6) (9.2) 
Provision (Credit) for deferred INCOME tAXES .......sssceseseeeseesestessseeseseecsseseeseseeseesescsvssssessesestsesscstsneeeees (6.9) (65.0) HOO 
Changes in assets and liabilities: 
RECEWADIES  csnieanoiconvsemnenan aareraraaennnapennmennoum i iraaarunem eG (175.2) 89.9 (355.4) 
NPVETIOIICS top civeseccesseurtuceersvexresseovsssestesnsineciyaetsdh extesaists erecta nian aemraaveaseattesateceeeticaren eeceenmeees (255.2) (75.1) (17.0) 
Accounts payable and ACCrued @XPenseS .........sssssssscssssecssssessssscccssssessssssssseseesssssassstssseesssesssseses 186.3 162.1 218.4 
Insurance and health care claims and reserves . (22.9) (39.7) 38.0 
41.0 72.0 (150.4) 
13,2 14.2 10.7 
1,156.7 1,344.4 839.4 
Cash Flows from Investing Activities 
COECTONS OF TINANGING TEEN ADIOS’ cisaccisssavasescecectsaceassercasinaseasianeeveceseormeptiessasoinssnceseaneaneutencnececneees 5,324.1 4,353.4 3,409.9 
Proceeds from sales of financing receivables .........c.scccccssesssessesssssessessessessscssessscsvssvsssessetsesssessecseessecees 968.0 960.3 837.3 
Proceeds from maturities and sales of marketable SECUTILICS ........c.ccsceseesessesesesseseeseesesseseseeseessaseesesees 226.0 104.4 181.2 
Proceeds from sales of equipment on operating leaS€S .........cssessesssessessecsecsseessesssesseesseesseessecssseeases 101.9 86.0 45.5 
PrOCESdS {LOM ‘SAl6SIOT HUSINESSES x: rssscssvesmneerecserteoniuamnecenanaenvar amnion carer 90.5 
Cost of financing receivables ACQuIFe” ..........cecessseesseesssessesssesssssssssssecsuecsuscssscssvessecssecssesssetssessseesseeeeys (6,805.0) (5,902.6) (5,147.7) 
Purchasesiof marketable:Securitios:....cssssssscsccessssceccssesesesersessessaensasussaeasessieasossuvevevezsssssdvsacossvesvesusnvoses (166.7) (127.3) (194.1) 
PUPCHASESi OF PROPERLY ANGKEGUIDIMIGI ccssssesssscsssssensanseicsserasesschongnacedansoeseedebnnsonaseansessesveasavansdoguvsadanuctvaney (484.9) (275.9) (262.4) 
Cost of operating leases acquired (540.8) (299.4) (120.8) 
ACQUISITIONS: GT DUSINGSSES: srcisesscsrinertenrren tenner ceca eden dinamaiierntemandenian eecmniumeninmnet (45.7) (112.4) 
UTE ME. setiesecasicceairorseasni napsensinsshtvessnd avaentinatodsnaooandaichinlavateoanaattabbngabpacdh conctonemevent dient Sudtuadienmusnnek 39.0 (2.0) (35.2) 


Net cash used for investing activities 


Cash Flows from Financing Activities 
Increase (decrease) in Short-terM DOMOWINGS .........cescecsessessesssessecsessesssssesssesuessecsvessessessesssssseeseesecsverees 524.5 (283.2) 490.1 


Change in intercompany receivables/Ppayables...........csssssssesssesssecssesssesssesssesssesssecssessuesssesssesssesseesssessees 

PROGESGS TOM IONGHEMT DOMOWINGS scsescsncasasvcesescevstesnvexcensusneveoessnaceecastevenivecsbieivaisiostasadaenassavseenueecinies 1,150.0 1,190.0 775.0 
Principal payments on long-terin DONMOWINGS, .scscsssesaccessecoscvacsnsvvesevsarnoevaveoovensionveebsosevenecsasevaneareuusveervenys (816.8) (661.4) (636.7) 
Proceeds from issuance Of COMMON SLOCK .......sscesseessecsecsessssesssessecssscssscsssessscssvessscasecssecssesssetsvetssvesees 34.8 39.0 43.6 


REPULCHASES: GF COMMON:SLOCK.....-s:<szcnescssnrnscseseusreceseonscunsrsanyo¥bsesenannsinesanonusovbessonsnevucdsvnnosucvryanecteneseiss (419.1) (274.7) (5.6) 
DIVIAGIGS Pall cs ovenus caveiresseneserivessensswvaveseayasinndervs totems yeatecads acti eve umn bis O vino ateseesansadtasenedeasoter’ (204.3) (209.3) (190.5) 
RO TLIC I erwin Poanos eseuiacstuai aver iotcusutuereiebste ante iat eerenme int naarniaioiemnrauntonetentaneiemaaeeens (.2) (.4) (2.6) 

Net cash provided by (used for) financing ACtivitieS .........c..ccccescssesscescesssessessessessesssesseeseeseseeens 268.9 (200.0) 473.3 
Effect of Exchange Rate Changes 0n Cash u.............cccscssssssesssessesssesssesssecssecssecssesssesssessvenssessens (3.0) (1.1) 1.4 
Net Increase (Decrease) in Cash and Cash Equivalent...............0..cccccccccccsccssesssessssessessesssvenees 38.5 (72.2) 118.3 
Cash and Cash Equivalents at Beginning of Yeat.........0.....ccccccccccccccccssccssesesseesesssessesstesvesseesees 291.5 363.7 245.4 
Cash and Cash Equivalents at End Of Yearr......0........ccccccccscescsseescessecsecseesssesesssessessresressesresseesens $ 330.0 $ 291.5 $ 363.7 


SS SS SEES 


The “Consolidated” (Deere & Company and Consolidated Subsidiaries) data in this statement conform with the requirements of FASB Statement No. 94. In the supplemental 
consolidating data in this statement, “Equipment Operations” (Deere & Company with Financial Services on the Equity Basis) reflect the basis of consolidation described on 
page 44 of the notes to the consolidated financial statements. The supplemental “Financial Services” consolidating data in this statement include Deere & Company's credit, 
insurance and health care subsidiaries. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive at the “Consolidated” data. 


The information on pages 37 through 56 is an integral part of this statement. 
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EQUIPMENT OPERATIONS FINANCIAL SERVICES 
(Deere & Company with Financial Services on the Equity Basis) 


Year Ended October 31 Year Ended October 31 
1997 1995 1997 1996 1995 
$ 960.1 $ 817.3 $ 706.1 $ 138.1 $ 196.8 $ 166.6 
12.8 17.2 3.5 38.2 42.7 36.1 
272.0 264.9 259.2 93.5 46.5 27.8 
(3.0) (61.5) (82.6) 1.5 (.5) 
(4.6) (70.7) 77.0 (2.4) 5.6 (1.5) 
(232.8) 82.7 (311.2) SP. 8.1 (44.3) 
(255.2) (75.1) (17.0) 
198.2 130.1 219.8 (11.9) 31.0 (1.3) 
(22.9) (39.7) 38.0 
26.7 70.9 (150.0) 14.2 11 (.4) 
31.7 27.4 1337 (18.4) (13.0) (3.0) 
1,005.9 1,213.2 714.5 287.6 279.1 217.5 
55.4 58.2 58.1 5,268.7 4,295.2 3,351.9 
J 3 5 967.9 960.0 836.8 
226.0 104.4 181.2 
48.8 32.6 24.3 53.1 53.4 21.1 
90.5 
(36.4) (41.3) (59.0) (6,768.6) (5,861.3) (5,088.7) 
(166.7) (127.3) (194.1) 
(473.8) (256.8) (244.6) (11.2) (19.2) (17.8) 
(111.4) (76.6) (62.5) (429.4) (222.8) (58.3) 
(37.2) (106.2) (8.5) (6.2) 
2.0 6.2 (9.7) 8.0 (7.9) (25.5) 
(652.5) (383.6) (292.9) (860.7) (831.7) (902.9) 
(2.8) 67.2 35.4 527.3 (350.4) 454.7 
55.5 (39.0) 134.7 (250.4) 123.7 325.4 
1,150.0 1,190.0 775.0 
(128.0) (317.5) (10.9) (688.8) (344.0) (625.8) 
34.8 39.0 43.6 29.0 
(419.1) (274.7) (5.6) 
(204.3) (209.3) (190.5) (136.8) (147.8) (92.6) 
(2) (4) (2.6) 
(664.1) (734.7) 41 630.3 471.5 836.7 
(2.9) (1.2) 1.4 
(213.6) 93.7 427.1 57.2 (81.1) 151.3 
624.8 531.1 104.0 211.6 292.7 141.4 
$ 411.2 $ 624.8 $ 531.1 $ 268.8 $ 211.6 $ 292.7 


REPORT OF MANAGEMENT 


The consolidated financial statements and other financial 
information of Deere & Company in this report were prepared 
by management, which is responsible for their contents. They 
reflect amounts based upon management's best estimates and 
informed judgments. In management’s opinion, the financial 
statements present fairly the financial position, results of operations 
and cash flows of the company in conformity with generally 
accepted accounting principles. 

The company maintains a system of internal accounting 
controls and procedures which is intended, consistent with 
reasonable cost, to provide reasonable assurance that transactions 
are executed as authorized, that they are included in the financial 
records in all material respects, and that accountability for assets is 
maintained. The accounting controls and procedures are supported 
by careful selection and training of personnel, examinations by 
an internal auditing department and a continuing management 
commitment to the integrity of the system. 

The financial statements have been audited to the extent 
required by generally accepted auditing standards by Deloitte & 
Touche ip, independent auditors. The independent auditors have 
evaluated the company’s internal control structure and performed 
tests of procedures and accounting records in connection with the 
issuance of their report on the fairness of the financial statements. 

The Board of Directors has appointed an Audit Review 
Committee composed entirely of directors who are not employees 
of the company. The Audit Review Committee meets with 
representatives of management, the internal auditing department 
and the independent auditors, both separately and jointly. The 
Committee discusses with the independent auditors and approves 
in advance the scope of the audit, reviews with the independent 
auditors the financial statements and their auditors’ report, 
consults with the internal audit staff and reviews management's 
administration of the system of internal accounting controls. 
The Committee reports to the Board on its activities and findings. 


INDEPENDENT AUDITORS’ REPORT 


Deloitte & 
Touche Lip 
NN 


Deere & Company: 


We have audited the accompanying consolidated balance sheets 
of Deere & Company and subsidiaries as of October 31, 1997 and 
1996 and the related statements of consolidated income and of 
consolidated cash flows for each of the three years in the period 
ended October 31, 1997. These financial statements are the 
responsibility of the company’s management. Our responsibility 
is to express an opinion on these financial statements based on 
our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating 
the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial position of 
Deere & Company and subsidiaries at October 31, 1997 and 
1996 and the results of their operations and their cash flows for 
each of the three years in the period ended October 31, 1997 in 
conformity with generally accepted accounting principles. 


AletyrttEe £7 Gute CLP 


Chicago, Illinois 
November 25, 1997 


MANAGEMENT’S DISCUSSION AND ANALYSIS 


RESULTS OF OPERATIONS FOR THE YEARS ENDED 
OCTOBER 31, 1997, 1996 AND 1995 (UNAUDITED) 


Deere & Company and its subsidiaries manufacture, distribute 


and finance a full line of agricultural equipment; a broad range of 
equipment for construction, forestry and public works; and a variety 
of commercial and consumer equipment. The company also 
provides credit, insurance and health care products for businesses 
and the general public. Additional information on these business 
segments is presented beginning on page 45. 


1997 COMPARED WITH 1996 (UNAUDITED) 
CONSOLIDATED RESULTS 


Deere & Company achieved record worldwide net income in 
1997, totaling $960 million, or $3.78 per share, compared with last 
year’s income of $817 million, or $3.14 per share. The higher 
profit resulted from strong worldwide demand for the company’s 
products. Operating margins remained at strong levels as a result of 
the company’s continuous improvement and quality initiatives. 

Worldwide net sales and revenues increased 14 percent to 
$12,791 million in 1997 compared with $11,229 million in 1996. 
Net sales of the Equipment Operations increased 15 percent in 
1997 to $11,082 million from $9,640 million last year. International 
demand remained at strong levels, with export sales from the 
United States totaling $2,013 million for 1997 compared with 
$1,584 million last year. Overseas sales for the year also increased, 
rising by 11 percent compared with a year ago. Overall, the 
company’s worldwide physical volume of sales (excluding the 
sales of the newly consolidated Mexican subsidiaries) increased 
15 percent for the year, reflecting the strong worldwide demand 
for the company’s products. 

Finance and interest income increased 14 percent to 
$867 million in 1997 compared with $763 million last year, while 
insurance and health care premiums increased 2 percent to $668 
million in the current year compared with $658 million in 1996. 

The company’s worldwide Equipment Operations, which 
exclude income from the credit, insurance and health care 
operations and unconsolidated affiliates, had record income of 
$817 million in 1997 compared with $610 million in 1996. The 
agricultural equipment and construction equipment operations 
both contributed to the improved results in 1997, as explained 
below. The worldwide ratio of cost of goods sold to net sales 
was 76.7 percent in 1997 compared with 77.7 percent last year. 
The Equipment Operations’ ratio of year-end assets to net sales 
decreased from 71 percent in 1996 to 70 percent in 1997. 

Net income of the company’s Financial Services operations 
was $138 million compared with $197 million in 1996. 
Additional information is presented in the discussion of credit, 
insurance and health care operations on pages 40 through 42. 


BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS 

The following discussion of operating results by industry segment 
and geographic area relates to information beginning on page 45. 
Operating profit is income before interest expense, foreign 
exchange gains and losses, income taxes and certain corporate 
expenses. However, operating profit of the credit segment 
includes the effect of interest expense. 


1997 NET SALES AND REVENUES 
BY BUSINESS SEGMENT 


rere G6 Health Care 3% 
een Insurance 3% 


Ld 


Commercial and Consumer 


Equipment 14% Credit 6% 
WORLDWIDE AGRICULTURAL EQUIPMENT 
$70 $1,072 
$6.1 
$821 
$643 
Operating 
NetSales 95 96 97 Profit 95 96 97 
(in billions) (in millions) 


Operating profit of the worldwide agricultural equipment 
segment increased significantly to $1,072 million in 1997 com- 
pared with $821 million in 1996, as a result of an increase in sales 
and production volumes and improved efficiencies, partially offset 
by higher selling, administrative and general expenses. Agricultural 
equipment sales increased 16 percent in 1997 compared with 1996. 


WORLDWIDE CONSTRUCTION EQUIPMENT 


$2.3 
$1.9 


Operating 
Profit 95 96 97 
(in millions) 


NetSales 95 96 97 
(in billions) 
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The worldwide construction equipment operations generated 
an operating profit of $216 million this year compared with 
$186 million in 1996. The increased operating profit in 1997 
reflected higher sales and production volumes and improved 
efficiencies, partially offset by growth expenditures and start-up 
expenses primarily at the new engine facility in Torreon, 
Mexico. In 1997, construction equipment sales increased 
18 percent compared with last year. 


WORLDWIDE COMMERCIAL AND CONSUMER EQUIPMENT = 


$1.8 
$17 346 $165 
. $118 g444 
Operating i 
Net Sales 95 96 97 Profit 95 96 97 
(in billions) (in millions) 


The worldwide commercial and consumer equipment 
operations had an operating profit of $114 million in 1997 
compared with $118 million in 1996. The benefits from increased 
sales were offset by write-offs associated with the hand-held product 
line, start-up costs at new facilities and growth expenditures. 
Commercial and consumer equipment sales increased 9 percent in 
1997 compared with 1996. 


FINANCIAL SERVICES 
303 
$1.6 : 
$261 
g13 bla 
: . $214 

Operating 
Revenues 95 96 97 Profit 9 9% 97 
(in billions) (in millions) 


The combined operating profit of the credit, insurance and 
health care business segments was $214 million in 1997 compared 
with $303 million in 1996 as discussed on pages 40 through 42. 


UNITED STATES AND CANADA EQUIPMENT OPERATIONS 


8.0 
: $1101 
$6.6 $6.9 
$839 P 
Operating = 
Net Sales 95 96 897 Profit 95 96 =97 
(in billions) (in millions) 
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On a geographic basis, the United States and Canadian 
equipment operations had an operating profit of $1,101 million in 
1997 compared with $867 million last year as a result of higher 
sales and production volumes and improved efficiencies, which 
were partially offset by growth expenditures and write-offs 
associated with the hand-held product line. Sales increased 
16 percent in 1997 and the physical volume of sales increased 
15 percent compared with last year. 


OVERSEAS EQUIPMENT OPERATIONS 


$34 $301 
$2.7 $258 
$2.2 
$167 
Operating 
NetSales 95 96 97 Profit 9 9% 97 
(in billions) (in millions) 


The overseas equipment operations generated a higher 
operating profit of $301 million in 1997 compared with 
$258 million last year, primarily due to the higher volumes of 
sales and production, which were partially offset by start-up 
expenses primarily at the Torreon engine facility. Overseas sales 
increased 11 percent and the physical volume of sales (excluding 
the newly consolidated Mexican subsidiaries) increased 15 percent 
in 1997 compared with 1996. 


MARKET CONDITIONS AND OUTLOOK 

Worldwide demand for John Deere agricultural equipment 
remained at strong levels this year as a result of favorable 
fundamentals in the farm economy. Increased acres planted and 
favorable weather conditions in major producing areas of 

North America resulted in historically high levels of production. 
However, strong domestic and export demand for grains and 
oilseeds are expected to hold carryover stocks relatively low. As a 
result, grain and soybean prices have remained at favorable levels. 
Overseas demand for John Deere agricultural equipment also 
remained strong, reflecting good demand from the republics of 
the former Soviet Union and favorable market conditions in 
Latin America. Despite recent economic instability in the world’s 
financial markets, current overall fundamentals are expected to 
remain favorable for farm equipment sales in 1998. 

Construction equipment demand rose in 1997 due to 
low interest rates, moderate economic growth and low inflation, 
all of which should continue in 1998. These factors promoted high 
levels of consumer confidence and housing activity this past year. 
Housing starts for next year are expected to approximate this year’s 
level and expenditures on highways and streets are anticipated to 
grow in 1998 when a new federal highway bill is passed. These 
favorable economic conditions should promote good construction 
equipment demand next year. 


Sales of John Deere commercial and consumer equipment 
increased this year from the weather depressed levels of last year. 
With low unemployment rates, growing incomes, low interest 
rates, moderate economic growth and new product introductions, 
demand is anticipated to remain at favorable levels in 1998. 

The credit operations are expected to improve as a result 
of the strong demand for the company’s products and favorable 
economic conditions. The insurance operations are expected 
to maintain reasonable operating returns despite the continued 
competitive environment in commercial lines. Although the 
health care operations should continue to face margin pressures 
and a very competitive environment, substantially improved results 
are expected for next year. 

Based on these market conditions, the company’s worldwide 
physical volume of sales is currently projected to increase by 
approximately 6 percent in 1998 compared to 1997. First quarter 
physical volumes are projected to be 15 percent higher than 
comparable levels in the first quarter of 1997. 

Overall, the fundamentals of the company’s businesses 
remain favorable. Industry demand for the company’s products 
remains strong and operating margins are benefiting from 
continuous improvement initiatives. The company’s investment in 
the development of new products and markets should further its 
worldwide leadership position. Based on these factors and the 
company’s exceptional employees and dealer organization, another 
strong operating performance is expected next year. 


SAFE HARBOR STATEMENT 

Safe Harbor Statement under the Private Securities Litigation Reform Act 
of 1995: Statements under the “Market Conditions and Outlook” 
heading above and the “Supplemental Information (Unaudited)” 
on page 56 that relate to future operating periods are subject to 
important risks and uncertainties that could cause actual results to 
differ materially. The company’s businesses include Equipment 
Operations (agricultural, construction and commercial and con- 
sumer) and Financial Services (credit, insurance and health care). 
Forward-looking statements relating to these businesses involve 
certain factors that are subject to change, including: the many 
interrelated factors that affect farmers’ confidence, including 
worldwide demand for agricultural products, world grain stocks, 
commodities prices, weather, animal diseases, crop pests, harvest 
yields, real estate values and government farm programs; general 
economic conditions and housing starts; legislation, primarily 
legislation relating to agriculture, the environment, commerce and 
government spending on infrastructure; actions of competitors 
in the various industries in which the company competes; 
production difficulties, including capacity and supply constraints; 
dealer practices; labor relations; interest and currency exchange 
rates; accounting standards; and other risks and uncertainties. 
The company’s outlook is based upon assumptions relating to the 
factors described in the preceding sentence. The importance of 
these assumptions differs from one business segment to another. 
For example, general economic conditions and housing starts 
affect retail sales of construction equipment and commercial and 
consumer equipment more than they affect retail sales of agricul- 


tural equipment, With respect to agricultural equipment, world 
weather conditions, such as El Nifto, may affect crop production. 


The interest rate environment impacts all segments of the company’s 
business by affecting the company’s own borrowing costs, its 
lending spreads and the cost to the company’s customers of com- 
pany products. Instability in the world’s financial markets could 
also impact the global economy, credit availability and world trade. 
Additional factors and assumptions affecting current expectations 
for the company’s health care operations include competitive 
conditions in the industry, the company’s ability to respond to 
changes in government regulations, the company’s ability to con- 
trol costs and the company’s strategies concerning growth, among 
other factors. Further information concerning the company and 
its businesses, including factors that potentially could materially 
affect the company’s financial results, is included in the company’s 
filings with the Securities and Exchange Commission. 


1996 COMPARED WITH 1995 (UNAUDITED) 
CONSOLIDATED RESULTS 


Deere & Company achieved record worldwide net income in 
1996, totaling $817 million, or $3.14 per share, compared with 
income of $706 million, or $2.71 per share, in 1995. The earnings 
increase was primarily due to higher worldwide agricultural equip- 
ment production and sales levels, coupled with strong operating 
margins reflecting the company’s continuous improvement and 
growth initiatives. Company results also continued to benefit from 
the improved performance of its Financial Services subsidiaries. 

Worldwide net sales and revenues increased 9 percent to 
$11,229 million in 1996 compared with $10,291 million in 1995. 
Net sales of the Equipment Operations increased 9 percent in 
1996 to $9,640 million from $8,830 million in 1995. Export sales 
from the United States continued to grow, totaling $1,584 
million for 1996 compared with $1,314 million in 1995, an 
increase of over 20 percent. Overseas sales for 1996 remained 
very strong, rising by 26 percent compared with 1995 and 
exceeding $2.5 billion for the first time in the company’s history. 
Overall, the company’s worldwide physical volume of sales 
increased 7 percent for 1996, reflecting the increased worldwide 
demand for the company’s products. 

Finance and interest income increased 16 percent to 
$763 million in 1996 compared with $660 million in 1995, 
while insurance and health care premiums increased 5 percent 
to $658 million in 1996 compared with $628 million in 1995. 

The company’s worldwide Equipment Operations, which 
exclude income from the credit, insurance and health care 
operations and unconsolidated affiliates, had record income of 
$610 million in 1996 compared with $529 million in 1995. The 
improved operating results in 1996 were a result of the worldwide 
agricultural equipment operations, as explained below. The 
worldwide ratio of cost of goods sold to net sales was 77.7 percent 
in 1996 compared with 78.6 percent in 1995. The Equipment 
Operations’ ratio of year-end assets to net sales also improved, 
decreasing from 76 percent in 1995 to 71 percent in 1996. 

Net income of the company’s Financial Services operations 
improved in 1996 totaling $197 million compared with 
$167 million in 1995. Additional information is presented in 
the discussion of credit, insurance and health care operations on 
pages 40 through 42. 
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BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS 
The following discussion of operating results by industry segment 
and geographic area relates to information beginning on page 45. 

Operating profit of the worldwide agricultural equipment 
segment increased significantly to $821 million in 1996 compared 
with $643 million in 1995, as a result of an increase in sales 
and production volumes, substantially improved overseas results 
and lower relative sales incentive costs, partially offset by expenses 
for development of new markets and products. Agricultural 
equipment sales increased 16 percent in 1996 compared with 1995. 

The worldwide construction equipment operations generated 
an operating profit of $186 million in 1996 compared with 
$198 million in 1995. The lower operating profit in 1996 resulted 
mainly from increased development expenses associated with 
improving the fuel efficiency and emissions performance of 
new engines. In 1996, construction equipment sales increased 
2 percent compared with 1995. 

The worldwide commercial and consumer equipment 
operations had an operating profit of $118 million in 1996 compared 
with $165 million in 1995. Operating profit decreased in 1996 
due primarily to lower sales volume and increased promotional and 
growth expenditures associated with the division’s new market 
initiatives. Commercial and consumer equipment sales decreased 
3 percent in 1996 compared with 1995. 

The combined operating profit of the credit, insurance and 
health care business segments was $303 million in 1996 compared 
with $261 million in 1995 as discussed on pages 40 through 42. 

On a geographic basis, the United States and Canadian 
equipment operations had an operating profit of $867 million in 
1996 compared with $839 million in 1995 as a result of higher 
production and sales volumes, which were partially offset by 
increased engine development expenses and higher promotional 
and growth expenditures. Sales increased 4 percent in 1996 and 
the physical volume of sales increased | percent compared with 1995. 

The overseas equipment operations generated a significantly 
higher operating profit of $258 million in 1996 compared with 
$167 million in 1995, primarily due to the higher volumes of 
production and sales, continued cost improvements and operating 
efficiencies. Overseas sales increased 26 percent and the physical 
volume of sales increased 24 percent in 1996 compared with 
1995. Included in overseas sales in 1996 were $95 million of 
combine sales to Ukraine. 


CREDIT OPERATIONS 


————— 
Deere & Company’s credit subsidiaries consist primarily of John 


Deere Credit Company and its subsidiaries in the United States 
and John Deere Credit Inc. in Canada. The credit operations 
primarily finance sales and leases by John Deere dealers of 
new and used equipment, and sales by non-Deere dealers of 
recreational products. In addition, these operations provide 
wholesale financing to dealers of the foregoing equipment and 
finance retail revolving charge accounts. 
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Condensed combined financial information of the credit 
operations in millions of dollars follows: 


October 31 
Financial Position 1997 1996 
Cash and cash equivalents .......ccccececeseserneeee $ 205 $17 
Financing receivables and leases: 
Equipment retail NOteS.......... ccs 3,834 3,696 
Recreational product retail notes... 1,015 883 
Revolving Charge ACCOUNTS .........cseeseeeeeees 630 576 
Wholesale NOtes ......c.ccseccesceeseeseseeneeteneeeees 653 565 
FIMANCINGNCASES:.: cessiscsssessnrsnersenesseienesscsonncons 283 182 
Equipment on operating leases............ccee 581 277 
Total financing receivables and leases....... 6,996 6,179 
Less allowance for credit IOSSES ........ cess 94 93 
Total — net 6,902 6,086 
QUNEF TECCIVADIES  wiscssvsccssasercesurventaxarateconenaieess 170 200 
Net property and other aSSets........ccseseeeeeeeees 88 85 
OAL ASSEES  csisssvesrversvswanccdviciesndiwudsciswestentinen $7,365 $6,542 
Short-term DOrrOWINGS .......eececseseeseeseeseeseesees $3,603 $2,921 
Payables to Deere & COMPANY... cece 363 623 
Deposits withheld from dealers and merchants... 164 155: 
OUTETNGDINLES sescsiccredeneunswcssnen sea tienmnxarvesnsitctiawnts 238 198 
LONG-terM DOFOWINGS.......csceceseeeseeseseeeseeeeeese 2,083 1,799 
Stockholder’s CQUILY.......ccceseeeeesesresestasesreees 914 846 
Total liabilities and stockholder’s equity ......... $7,365 $6,542 
Year Ended October 31 
Summary of Operations 1997 1996 1995 
FREVENLICS:.....scssssarsessosnsoeaasesosiassiaveonnuneverventiaveaies $820 $723 $612 
Expenses: 
CFOS Tass cesnscsassusnesvoxenieydanvendcaarssanaatansazansaga 346 301 271 
Selling, administrative and general ............00 129 113 94 
Provision for Credit IOSS€S........csceseeeeeeeeeene 38 43 36 
DO DECIEON .c1s aisstraversnsicrsavencesvrwscrecceatee caus 74 37 22 


587 494 423 


£ 


Income of consolidated group 


before INCOME tAXES ...... cee 233 229 189 
Provision for income taxes 85 82 68 
Income of Consolidated GrOUP ...... sess: 148 147 121 
Equity in loss of unconsolidated affiliate............... (1) 

NEEINCOMBL isnscossivccsuersdinvescessaaemadeanrunere rain $147 $147 $121 
Ratio of earnings to fixed Charges... 1.67 LO 1.69 


Total acquisition volumes of financing receivables and 
leases by the credit subsidiaries increased 18 percent during 1997 
compared with 1996. The higher acquisitions this year resulted 
from an increased volume of retail notes, revolving charge 
accounts, wholesale notes and leases. 

During 1997, the volumes of retail notes acquired by the 
credit subsidiaries totaled $3,836 million, an 11 percent increase 
compared with $3,451 million in 1996. Volumes of recreational 
product retail notes accounted for 11 percent of total note 
volumes in 1997 and 8 percent in 1996. Volumes of John Deere 
equipment notes were 11 percent higher in the current year due 
primarily to increased retail sales of John Deere equipment. 


The credit operations also sold retail notes which partially offset 
the increase in acquisition volumes, receiving proceeds of 
$968 million during 1997 compared with $960 million last year. 
At October 31, 1997 and 1996, net financing receivables and 
leases administered, which include receivables previously sold 
but still administered, were $8,416 million and $7,487 million, 
respectively. The discussion of “Financing Receivables” on pages 
50 and 51 presents additional information. 

Net income of the credit operations was $147 million in 
1997 and 1996 compared with $121 million in 1995. Net income 
in 1997 was approximately equal to 1996 due primarily to higher 
earnings from a larger average receivable and lease portfolio 
financed and higher gains from the sales of retail notes, which 
were offset by lower securitization and servicing fee income, 
narrower financing spreads and higher expenditures associated 
with several growth initiatives. Total revenues of the credit 
operations increased 13 percent in 1997, reflecting the larger 
average portfolio financed compared with 1996. The average 
balance of credit receivables and leases financed was 17 percent 
higher in 1997 compared with 1996. Higher average borrowings 
in 1997 resulted in a 15 percent increase in interest expense 
compared with 1996. 

Net income in 1996 was higher than in 1995 due primarily 
to higher earnings from a larger average receivable and lease 
portfolio financed and increased income from the securitization 
and sale of retail notes. Total revenues of the credit operations 
increased 18 percent in 1996, reflecting the larger average portfolio 
financed compared with 1995. The average balance of credit 
receivables and leases financed was 19 percent higher in 1996 
compared with 1995, Higher average borrowings in 1996 resulted 
in an 11 percent increase in interest expense compared with 1995. 


INSURANCE OPERATIONS 


Deere & Company’s insurance subsidiaries consist of John Deere 
Insurance Group, Inc. and its subsidiaries in the United States, 
which mainly provide general and specialized commercial 
property and casualty coverages. 

Condensed combined financial information of the insurance 
operations in millions of dollars follows: 


October 31 

Financial Position 1997 1996 
Cash and Cash equivalents .....c.ccccscseseeseseseees $ 45 $ 30 
Marketable S@CUTitS.........cccccccccscsceseseesseeeesesees 695 741 
Other assets... 297 

OTA ACSC(S) coz otcriteierstsis tate orci nearness $1,068 
Claims and reserves $ 395 
Unearned premiums 133 
OUNGF WADI ES -resctoscrwavcensecenspertenan catcieetvneeries 166 
SLOCKHOIME!'S GOUILY, ss. sccccoeremnvurcenmerernss 374 

Total liabilities and stockholder’s equity $1,068 


(continued) 


Year Ended October 31 
Summary of Operations 1997 1996 1995 


PREMIUMS... .csssercsorsnsvscessssocsecvasnwtocdesvenveavesexnuaces $311 $345 $369 


INVESTMENT INCOME oo... scscececsssscsessesvsvseeeeesseeereees 54 54 84 
OLE atentiemnesteneniarennsiseucmaysatineentpniaiens 2 
TOtal FEVENUES oo... cececesesessseeesesssceseseseseerseees 365 401 453 
Expenses: 
Claims and DENEFIIS........cceeseeeseseseetsteteseseseens 223 255 297 
101 100 102 
8 


324 355 407 


Income of consolidated group before 


INCOME tAXES vo. escscsseeesesesestesessesesesvsesseesssvees 4 46 46 
Provision fOr INCOME tAXES......c.ccccccceeseseseeesesesees 11 13 18 
Income of Consolidated QFOUP .....cccssscessseessseesseees 30 33 28 
Equity in income of unconsolidated affiliate........... nt 
Net INCOME... csccsccesessessesesestsssssessesestesessessesees $30 $33 $29 


“Includes revenues of $9 million in 1997, $4 million in 1996 and $20 million in 1995 
related to coverages provided to Deere & Company and its subsidiaries. 


Net income of the insurance operations totaled $30 million 
in 1997 compared with $33 million in 1996 and $29 million in 
1995. The decrease in 1997 net income compared with 1996 
was due to lower underwriting results and a small gain from 
the sale of the personal lines business last year. Premiums 
decreased 10 percent in 1997, while total claims, benefits, and 
selling, administrative and general expenses decreased 9 percent 
from 1996, 

The increase in 1996 net income compared with 1995 was 
due to improved underwriting results and a lower effective tax 
rate, which were offset by lower investment income. Additionally, 
results in 1995 were affected by a loss on the sale of the John 
Deere Life Insurance Company. Primarily as a result of this sale, 
premiums decreased 6 percent in 1996, while total claims, 
benefits, and selling, administrative and general expenses 
decreased 11 percent from 1995. 


HEALTH CARE OPERATIONS 


John Deere Health Care, Inc., directly or through its health 
maintenance organizations and Deere & Company’s insurance 
subsidiaries, provides administrative services and managed health 
care programs in the United States for Deere & Company and 
commercial clients. 
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Condensed combined financial information of the health 


care operations in millions of dollars follows: 


October 31 
Financial Position 1997 1996 
Cash and Cash equivalent ......cccccceseeeseerees $ 18 $ 10 
Marketable S@CUILICS...:...s.sssessccesssssesssssreassesenss 125 128 
OINGR ASSES sas siscesnvesrescternvererancaremtarncrdieeneles 90 98 
Total assets $233 $236 
Claims ANd FOSGIVES ......csscssessessesssesesssssessessessesess $ 68 $ 44 
UN@APNEM PFEMIUMS ........cccceseceseesseseseeeesesesteesses 16 12 
Other liabilities 82 76 
Stockholder’s CQUILY, .sscrseserssssrsseserercessestevsersavenees 67 104 
Total liabilities and stockholder’s equity............ $233 $236 
Year Ended October 31 
Summary of Operations 1997 1996 1995 
Premiums and administrative Services*............0+ $387 $346 $306 
Investment income ” 13 12 13 
TOPAL TEVENUOSI cicvssivsuarserserernnsenetessernarsaveneenenns 400 358 319 
Expenses: 
Claims and benefits... cee a 337 249 220 
Selling, administrative and general 122 81 74 
TOA ssiinasvedercsosiean nseanunacnaemanineaness 459 330 294 
Income (loss) of consolidated group before 
INCOME TAXES wisntvnrscnaiipacminnaniivnvinvin (59) 28 25 
Provision (credit) for inCOME TAXES ........csccseereee (20) 11 9 
NGt INGOME: OSS). cavcssssesssresettersresaerentenssieres $(39) $17 $ 16 
Managed care membership (thousands)............... 432 389 311 


“Includes revenues of $20 million in 1997, $29 million in 1996 and $28 million in 1995 
related to premiums and administrative services provided to Deere & Company and its 
subsidiaries. 


The health care operations incurred a net loss of $39 million 
in 1997 compared to net income of $17 million in 1996 and 
$16 million in 1995. The loss in 1997 reflected reduced margins 
caused by unusually competitive industry conditions, higher 
claims costs, strengthening of health care claims reserves and 
higher selling, administrative and general expenses. Additionally, 
charges for projected losses on certain insured contracts were 
recorded this year. Premium revenues increased 12 percent, while 
claims, benefits and selling, administrative and general expenses 
increased 39 percent from 1996. 

Net income in 1996 increased due to favorable settlements 
on cost-based contracts and increased managed care membership, 
partially offset by higher general expenses related to growth. 
Premium revenues increased 13 percent, while claims, benefits 
and selling, administrative and general expenses increased 
12 percent from 1995. 


CAPITAL RESOURCES AND LIQUIDITY (UNAUDITED) 


The discussion of capital resources and liquidity has been 
organized to review separately, where appropriate, the company’s 
Equipment Operations, Financial Services operations and the 
consolidated totals. 


EQUIPMENT OPERATIONS 

The company’s equipment businesses are capital intensive and 
are subject to large seasonal variations in financing requirements 
for receivables from dealers and inventories. Accordingly, 

to the extent necessary, funds provided by operations are 
supplemented from external borrowing sources. 


$1,213 
$1,006 
$715 
$474 $419 

$245 $257 $275 "7 
Equipment - - = 
Operations $6 - 
(in millions) 95 96 97 


MP" Cash Provided by Operations 
"Purchases of Property and Equipment 
(Repurchases of Common Stock 


The positive cash flows provided by operating activities in 
1997 were primarily the result of the record net income, partially 
offset by an increase in trade receivables and company-owned 
inventories. The aggregate amount of these operating cash flows 
of $1,006 million and cash and cash equivalents at the beginning 
of the year were used primarily to fund purchases of property 
and equipment of $474 million, repurchases of common stock 
of $419 million, the payment of dividends to stockholders of 
$204 million and a decrease in borrowings of $131 million. 

Over the last three years, operating activities have provided 
an aggregate of $2,934 million in cash, including dividends 
received from the Financial Services subsidiaries of $377 million. 
In addition, receivables from Financial Services subsidiaries 
decreased $151 million. The aggregate amount of these cash flows 
was used mainly to fund purchases of property and equipment of 
$976 million, repurchases of common stock of $700 million, 
stockholders’ dividends of $604 million, a decrease in borrowings 
of $357 million and acquisitions of businesses for $143 million. 
Cash and cash equivalents also increased $307 million. 

Net trade accounts and notes receivable result mainly 
from sales to dealers of equipment that is being carried in their 
inventories. Although trade receivables increased by $181 million 
during 1997, the ratios of worldwide net trade accounts and 
notes receivable at October 31 to fiscal year net sales were 
30 percent in 1997 compared with 33 percent in 1996 and 
37 percent in 1995. North American agricultural equipment 
trade receivables increased approximately $125 million and 
commercial and consumer receivables increased $35 million, 
while construction receivables decreased approximately 
$45 million. Total overseas dealer receivables were approxi- 
mately $65 million higher than one year ago. 

The collection period for trade receivables averages less 
than 12 months. The percentage of receivables outstanding for 


a period exceeding 12 months was 5 percent at October 31, 
1997 compared with 8 percent at October 31, 1996 and 1995. 

Company-owned inventories increased by $244 million in 
1997. Since most of these inventories are valued on the last-in, 
first-out (LIFO) method, lower prevailing costs from prior years 
are assigned to beginning inventories, which magnifies inventory 
increases that are valued at higher current costs. Inventories valued 
on an approximate current cost basis increased by only 12 percent 
during 1997 compared to an increase in net sales of 15 percent 
during the same period. 

Prepaid pension costs increased by $562 million in 1997. In 
prior years, the company recorded an additional minimum pension 
liability and a decrease in equity as required by FASB Statement No. 
87 for an underfunded pension plan. However, in 1997, this entry 
was not required due to the improved funded status of this plan. 
Therefore, the prior year additional minimum liability was reversed 
resulting in a $489 million increase in prepaid pension costs in 1997. 

Total interest-bearing debt of the Equipment Operations 
was $711 million at the end of 1997 compared with $849 million 
at the end of 1996 and $1,099 million at the end of 1995. The 
ratio of total debt to total capital (total interest-bearing debt and 
stockholders’ equity) at the end of 1997, 1996 and 1995 was 
14.6 percent, 19.3 percent and 26.3 percent, respectively. 

During 1997, Deere & Company retired $60 million of 
adjustable rate senior notes due in 2002 and $68 million of 
medium-term notes. 


FINANCIAL SERVICES 

The Financial Services credit subsidiaries rely on their ability to 
raise substantial amounts of funds to finance their receivable and 
lease portfolios. Their primary sources of funds for this purpose 
are a combination of borrowings and equity capital. Additionally, 
the credit subsidiaries periodically sell substantial amounts of 
retail notes. The insurance and health care subsidiaries generate 
their funds through internal operations and intercompany loans. 

Cash flows from the company’s Financial Services operating 
activities were $288 million in 1997. Cash provided by financing 
activities totaled $630 million in 1997, representing mainly an 
increase in total borrowings of $738 million, which was partially 
offset by $137 million of dividends paid to the Equipment 
Operations. The aggregate cash provided by operating and 
financing activities was used primarily to increase receivables. 
Cash used for investing activities totaled $861 million in 1997, 
primarily due to acquisitions of receivables and leases exceeding 
collections by $1,876 million, which was partially offset by 
proceeds of $968 million received from the sale of receivables. 
Cash and cash equivalents also increased $57 million. 

Over the past three years, the Financial Services operating 
activities have provided $784 million in cash. In addition, the 
sale of receivables and an increase in borrowings have provided 
$2,765 million and $2,287 million, respectively. These amounts 
have been used mainly to fund receivable and lease acquisitions, 
which exceeded collections by $5,386 million, and $377 million 
of dividend payments to the Equipment Operations. Cash 
and cash equivalents also increased $127 million. 

Marketable securities consist primarily of debt securities 
held by the insurance and health care operations in support of 


their obligations to policyholders. The $50 million decrease in 
1997 compared with 1996 resulted from sales of securities by the 
insurance operations primarily for dividend payments to the parent. 

Financing receivables increased by $512 million in 1997 
compared with 1996. The discussion of “Credit Operations” 
on pages 40 and 41, and the “Financing Receivables” note on 
pages 50 and 51 provide further information. 

Total outside interest-bearing debt of the credit subsidiaries 
was $5,686 million at the end of 1997 compared with $4,720 
million at the end of 1996 and $4,217 million at the end of 1995. 
The credit subsidiaries’ ratio of total interest-bearing debt to total 
stockholder’s equity was 6.6 to 1 at the end of 1997 compared 
with 6.3 to 1 at the end of 1996 and 6.1 to 1 at the end of 1995. 

During 1997, John Deere Capital Corporation issued 
$200 million of 6% notes and $200 million of 6.30% notes 
both due in 1999, and retired $100 million of 7.20% notes 
due in 1997. In 1997, the Capital Corporation also issued 
$750 million and retired $589 million of medium-term notes. 


CONSOLIDATED 

The company maintains unsecured lines of credit with various 
banks in North America and overseas. The discussion of “Short- 
Term Borrowings” on page 52 provides further information. 

The company is naturally exposed to various interest rate 
and foreign currency risks. As a result, the company enters into 
derivative transactions to hedge certain of these exposures that 
arise in the normal course of business, and not for the purpose 
of creating speculative positions or trading. Similar to other 
large credit companies, the company’s credit subsidiaries actively 
manage the relationship of the types and amounts of their funding 
sources to their receivable and lease portfolio in an effort to 
diminish risk due to interest rate fluctuations, while responding 
to favorable financing opportunities. Accordingly, from time to 
time, these subsidiaries enter into interest rate swap and interest 
rate cap agreements to hedge their interest rate exposure in 
amounts corresponding to a portion of their borrowings. The 
company also has foreign currency exposures at some of its 
foreign and domestic operations related to buying, selling and 
financing in currencies other than the local currencies. The 
company has entered into agreements related to the management 
of these currency transaction risks. The credit and market risks 
under these interest rate and foreign currency agreements are not 
considered to be significant. Additional detailed information is 
included in the “Financial Instruments” note on page 55 and the 
“Supplemental Information (Unaudited)” on page 56. 

Stockholders’ equity was $4,147 million at October 31, 1997 
compared with $3,557 million and $3,085 million at October 31, 
1996 and 1995, respectively. The increase in 1997 was caused 
primarily by net income of $960 million and a change of 
$221 million in the minimum pension liability adjustment due to 
the improved funded status of a pension plan, partially offset by 
an increase in common stock in treasury of $347 million related to 
the company’s stock repurchase and employee benefit programs 
and cash dividends declared of $202 million. 

The company has developed plans for the completion of 
systems changes related to the year 2000. The cost is not 
expected to have a material effect on the company’s financial 
position or results of operations. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Following are significant accounting policies in addition to those 
included in other notes to the consolidated financial statements. 

The consolidated financial statements represent the consoli- 
dation of all companies in which Deere & Company has a 
majority ownership. Deere & Company records its investment 
in each unconsolidated affiliated company (20 to 50 percent 
ownership) at its related equity in the net assets of such affiliate. 
Other investments (less than 20 percent ownership) are recorded 
at cost. Consolidated retained earnings at October 31, 1997 
include undistributed earnings of the unconsolidated affiliates 
of $38 million. Dividends from unconsolidated affiliates were 
$4 million in 1997, $8 million in 1996 and $2 million in 1995. 

The company’s consolidated financial statements and 
some information in the notes and related commentary are 
presented in a format which includes data grouped as follows: 
Equipment Operations — These data include the company’s 
agricultural equipment, construction equipment and commercial 
and consumer equipment operations with Financial Services 
reflected on the equity basis. Data relating to the above 
equipment operations, including the consolidated group data 
in the income statement, are also referred to as “Equipment 
Operations” in this report. 

Financial Services — These data include the company’s credit, 
insurance and health care subsidiaries. 

Consolidated — These data represent the consolidation of 

the Equipment Operations and Financial Services in conformity 
with Financial Accounting Standards Board (FASB) Statement 
No. 94. References to “Deere & Company” or “the company” 
refer to the entire enterprise. 

The preparation of financial statements in conformity with 
generally accepted accounting principles requires management 
to make estimates and assumptions that affect the reported 
amounts and related disclosures. Actual results could differ from 
those estimates. 

Sales of equipment and service parts are generally recorded 
by the company when they are shipped to independent dealers. 
Provisions for sales incentives and product warranty costs are 
recognized at the time of sale or at the inception of the incentive 
programs and are based on certain estimates the company believes 
are appropriate. 

In 1997, the company adopted FASB Statement No. 121, 
Accounting for the Impairment of Long-Lived Assets and for 
Long-Lived Assets to Be Disposed Of. This Statement had no 
material effect on the company’s financial position or results of 
operations. In 1997, the company adopted FASB Statement No. 
123, Accounting for Stock-Based Compensation. This Statement 
defines a new “fair value” method of accounting for stock-based 
compensation expense and also allows the retention of the previous 
“intrinsic value” method. The company retained the intrinsic 
value method and, therefore, the new standard had no effect on 
the company’s financial position or results of operations. See the 
“Stock Option and Restricted Stock Awards” note on page 54 . 
In 1997, the company adopted FASB Statement No. 125, 
Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities. This Statement had no material 
effect on the company’s financial position or results of operations. 
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In 1997, the FASB issued Statement No. 128, Earnings 
per Share, which the company will adopt in fiscal year 1998. 
This Statement will have no material effect on the company’s 
primary or diluted net income per share. In 1997, the FASB also 
issued Statements No. 130, Reporting Comprehensive Income, 
and No. 131, Disclosures about Segments of an Enterprise and 
Related Information, which must be adopted by fiscal year 1999. 
These Statements will have no effect on the company’s financial 
position or results of operations. 

In 1997, the Securities and Exchange Commission 
amended its rules to require certain disclosures concerning 
derivatives and other financial instruments. This information 1s 
included in “Management’s Discussion and Analysis” on page 
43, the “Financial Instruments” note on page 55 and the 
“Supplemental Information (Unaudited)” on page 56. 

In May 1997, the company acquired the assets of 
Maschinenfabrik Kemper GmbH for $36 million. Kemper, which 
is based in Stadtlohn, Germany, is a leading European producer 
of specialized corn headers for self-propelled forage harvesters. In 
May 1997, the company agreed to invest $13 million over the next 
few years to reach a 60 percent ownership interest in a combine 
factory in China ($2 million was invested in August 1997). 
Subsequent to year end, the company agreed to invest $39 million 
for a 49 percent interest in Cameco Industries, Inc., primarily a 
manufacturer of sugarcane harvesters and forestry equipment 
located in Thibodaux, Louisiana. The company has also agreed to 
purchase the remaining 51 percent interest for $40 million within 
12 months of the first investment. 

In December 1997, the company announced the 
extension of its stock repurchase program. At the company’s 
discretion, repurchases of an additional $1 billion of Deere & 
Company common stock will be made from time to time in 
the open market and through privately negotiated transactions. 

Certain amounts for prior years have been reclassified 
to conform with 1997 financial statement presentations. 


INDUSTRY SEGMENT AND GEOGRAPHIC AREA DATA FOR THE 
YEARS ENDED OCTOBER 31, 1997, 1996 AND 1995 


The company’s operations are categorized into six business 
segments described as follows. 

The company’s worldwide agricultural equipment segment 
manufactures and distributes a full line of farm equipment — 
including tractors; combine and cotton harvesters; tillage, seeding 
and soil preparation machinery; sprayers; hay and forage ¢ equipment; 
materials handling equipment; and integrated precision farming 
technology. 

The company’s worldwide construction equipment segment, 
formerly the industrial equipment segment, manufactures and 
distributes a broad range of machines used in construction, 
earthmoving and forestry — including backhoe loaders; crawler 
dozers and loaders; four-wheel-drive loaders; excavators; 
scrapers; motor graders; log skidders and forestry harvesters. This 
segment also includes the manufacture and distribution of 
engines and drivetrain components for the original equipment 
manufacturer (OEM) market. 

The company’s worldwide commercial and consumer 
equipment segment manufactures and distributes equipment 
for commercial and residential uses — including small tractors 
for lawn, garden, commercial and utility purposes; riding and 
walk-behind mowers; golf course equipment; snowblowers; 
hand-held products such as chain saws, string trimmers 
and leaf blowers; skid-steer loaders; utility vehicles; and other 
outdoor power products. 

The products produced by the equipment segments are 
marketed primarily through independent retail dealer networks 
and major retail outlets. 

The company’s credit segment, which mainly operates in 
the United States and Canada, primarily finances sales and leases 
by John Deere dealers of new and used equipment and sales by 
non-Deere dealers of recreational products. In addition, it provides 
wholesale financing to dealers of the foregoing equipment and 
finances retail revolving charge accounts. 

The company’s insurance segment issues policies in 
the United States primarily for: general and specialized lines of 
commercial property and casualty i insurance, group accident 
and health insurance for employees of participating John Deere 
dealers and disability insurance for employees of the company. 

The company’s health care segment provides health 
management programs and related administrative services in the 
United States to the company and commercial clients. 

Because of integrated manufacturing operations and 
common administrative and marketing support, a substantial 
number of allocations must be made to determine industry 
segment and geographic area data. Intersegment sales and revenues 
represent sales of components, insurance premiums, health 
care administrative services and finance charges. Interarea sales 
represent sales of complete machines, service parts and components 
to units in other geographic areas. Intersegment sales and revenues 
and interarea sales are generally priced at market prices. Overseas 
operations are defined to include all activities of divisions, 
subsidiaries and affiliated companies conducted outside the 
United States and Canada. 


Information relating to operations by industry segment 
in millions of dollars follows with related comments included in 
Management’s Discussion and Analysis. In addition to the 
following unaffiliated sales and revenues by segment, intersegment 
sales and revenues in 1997, 1996, and 1995 were as follows: 
agricultural equipment net sales of $126 million, $119 million 
and $117 million; construction equipment net sales of 
$33 million, $31 million and $26 million; credit revenues of 
$2 million, $3 million and $1 million; insurance revenues of 
$9 million, $4 million and $20 million; and health care revenues 
of $20 million, $29 million and $28 million, respectively. 


INDUSTRY SEGMENTS 1997 1996 1995 


Net sales and revenues 
Unaffiliated customers: 


Agricultural equipment net sales............... $ 7,048 $6,097 $5,277 
Construction equipment net sales............. 2,262 1,919 1,875 
Commercial and consumer equipment 

INCU SALCS: cwrsvvapecvensssonariermnnieeiqeaiids 1,772 1,624 1,678 
Credit revenues......... 818 720 611 


356 397 433 
380 329 291 


Insurance revenues... 
Health care revenues 


WOtAl eatecrtaroteatansataehi nuit: 12,636 11,086 10,165 
Other reVENUES ........cescesceseessesseseeseseeseeseesees 155 143 126 
Net sales and revenues ..............cccccc $12,791 $11,229 $10,291 
Operating profit 
Agricultural CqQuipment ..........cccecceseeseeeeees $ 1,072 $ 821 $ 643 
Construction equipment 216 186 198 
Commercial and consumer equipment.......... 114 118 165 
CECI swtccclistihcncedaenetsengetamatnctesseuatan 232 229 189 
IMSUM NCE x snssiesersdonsnsesdavannviicsnadiveeinanvesdirntes 4} 46 47 
FIGGNIGANG?, sacessizsinsssisaconsesanascacadéoacssseantenaned (59) 28 25 

Total operating profit... cece 1,616 1,428 1,267 
Other income and (expense) 
IMSTOSUINGONG ssseerctrosicweneretaneore: 4 7 4 
INLSKOSt OX DONS Owes casccszassienssesnazeavceesssisvaians (79) (104) (124) 
Foreign exchange ain (IOS)... i (2) (9) 
Corporate expenses—net........ aus (37) (32) (34) 
INCOME tAXES........c.ccseeceeees sts (651) (480) (398) 

TOTAL. sccvienessebswescapseleoaretelandssscarsonnandons (656) (611) (561) 
Net inCOMe ........c.cccccecececestesteeceseeen $ 960 $ 817 $ 706 


“Operating profit of the credit business segment includes the effect of interest 
expense, which is the largest element of its operating costs. Operating profit of 
the insurance and health care business segments includes investment income. 


Identifiable assets 


Agricultural equipment ..........cccccsceseeseeeeees $ 4,194 $3,851 $3,661 
Construction equipment 1,160 1,072 1,218 
Commercial and consumer equipment.......... 1,232 1,129 1,141 
CGO lps civetrerantsaeneceticyrse tein roivetadtetene tiers 7,365 6,542 5,796 

994 1,068 1,127 


233 236 237 
1,142 755 667 


$16,320 $14,653 $13,847 


(continued) 


INDUSTRY SEGMENTS 1997 1996 1995 GEOGRAPHIC AREAS 1997 1996 1995 


Capital additions Identifiable assets 
Agricultural equipment.........cccccseseeneeee $ 241 $ 157 $ 150 United States and Canada: 
Construction EQUIPMENT... cee. 123 49 47 Equipment operations (90%)......c.ccecceee $ 4,969 $ 4,689 $ 4,607 
Commercial and consumer equipment.......... 115 52 48 Financial Services (92%).......scseceeeeseees 8,592 7,846 7,160 
Credit 6 4 2 | ea eee en 13,561 12,535 11,767 
1 2 2 Overseas equipment operations (67%)........... 1617 1,363 1,413 
6 13 14 OG a snesixsrersonrntcerenentereioniaconinnt 1,142 755 667 
492 $ 277 $ 263 TT espctoneincenasdtendecaian $16,320 $14,653 $13,847 
Depreciation expense Capital additions 
Agricultural CQUuiDMeNt....... sees $ 166 $ 172 $ 168 United States and Canada: 
Construction equipment 45 4 38 Equipment operations........c..sccccscesseeees $ 331 $ 204 $ 197 
Commercial and consumer equipment.......... 42 39 36 Financial ServicS....cccccsscsscssesseeseeseeseeveeee 13 19 18 
ski 4 3 2 THE eicaisrnnndtdesenorrenccnstensuiien 344 223—~Sts« 
dicsshepe { 1 2 Overseas equipment operations... 148 54 48 
Health care ri 5 3 
Corporate 1 1 MOTEL eis ccesesnecevncssornanctonsoninehorineanenieas $ 492 $ 277 $ 263 
TO sits sninsirostrmrmeenianamarnessatnes: $ 265 $ 262 $ 250 Depreciation expense 
; oe : : United States and Canada: 

The company views and has historically disclosed its Equipment operations. ...cs.cssesreseonen $ 192 $ 183 $ 177 
operations as consisting of two geographic areas, the United States ere ne 12 9 7 
and Canada, and overseas, shown below in millions of dollars. 

The percentages shown in the captions for net sales and revenues, TOta ssssennatarore poe ate 204 192 184 
operating profit and identifiable assets indicate the approximate Overseas equipment Operations.....-.-sseu 61 69 6 
proportion of each amount that relates to either the United States COMPOTEE .sssesestenesseeernisnenrnsneinnnnt | u 
only or to the company’s Europe, Africa and Middle East division, TOtal sccsestoannusnvasavosscassanisasoogrecpotonaneaiy $ 265 $ 262 $ 250 
the only overseas area deemed to be significant for disclosure 
purposes. The percentages are based upon a three-year average Number of employees 
for 1997, 1996 and 1995. In addition to the following geographic United States and Canada: 
unaffiliated sales, interarea sales in 1997, 1996 and 1995 were Equipment operations Peeeeeeneeneenneeneeneesieeaas 22,400 22,600 23,600 
as follows: United States and Canada equipment net sales of FINANCial SCrVICES.....sssssssernstssetssensee 2,600 2,600 2,400 
$1,235 million, $981 million and $763 million, and overseas net TOtal.sccccccccscsssecsrsssecsesssessrssressvesnersessess 25,000 25,200 26,000 
sales of $520 million, $415 million and $395 million, respectively. Overseas equipment operations... 9,400 8,700 7,400 
GEOGRAPHIC AREAS 1997 1996 1995 1 34,400 33,900 _ 33,400 
Net sales and revenues Total exports from the United States were $2,013 million 
Unaffiliated customers: in 1997, $1,584 million in 1996 and $1,314 million in 1995. 
United States and Canada: Exports from the Europe, Africa and Middle East division were 
Equipment operations net sales (90%)... $ 8,018 $ 6,886 $6,648 $563 million in 1997, $522 million in 1996 and $510 million 
Financial Services revenues (95%) ....... 1,954 1,446 1,335 in 1995. Most of these exports were to the United States 
TIGL i csreestptaseethersereereatesceneaessaueto 9,572 8332 7,983 and Canada. 
Overseas net SaleS (72%) .....ccesceseeeeeee 3,064 2,/54 2,182 
TOtal wissumaconacoepernccman 12,636 11,086 10,165 REINSURANCE 
OUST TEVENUES  sscingsceninmrsinwanacinne: 155 143 126 The company’s insurance subsidiaries utilize reinsurance to limit 
Net sales and reVeNUes ......<..ccccccoccccos $12,791 $11,229 $10,291 their losses and reduce their exposure to large claims. Although 
reinsurance contracts permit recovery of certain claims from 
Operating profit reinsurers, the insurance subsidiaries are not relieved of their 
United States and Canada: primary obligations to the policyholders. The financial condition 
Equipment operations (94%) oo... $1,101 $ 867 $ 839 of the reinsurers is evaluated to minimize any exposure to 
Financial Services (92%) ......cescescesesseesees 214 303 261 losses from insolvencies. 
TOlal inicenceonserreveoomatrercecnneoenade: 1,315 1,170 ~=1,100 
Overseas equipment operations (77%) .......... 301 258 167 
Total operating profit... cece $ 1,616 $1,428 $1,267 
(continued) 
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Insurance and health care premiums earned consisted of the 
following in millions of dollars: 


1997 1996 1995 


Premiums earned: 


Direct from policyhOlders........ccceseseeesseeees $711 $706 $686 
R@INSUFANCE ASSUMEM........cssessesesceseeseesesens 5 19 44 
ReiNSUraNCE CECE .......ssessessteseeseestesteeseeeees (19) (34) (55) 
Financial Services preMiUMS...........000008 697 691 675 
INtercOMPANY PFEMIUMS .......c.ccceescsesceeseseseeeees (29) (33) (47) 
PREMIUMS ...........cccccccssccsseesseesssesseessseesvenseesses $668 $658 $628 


The difference between premiums earned and written is 
not material. Reinsurance recoveries on ceded reinsurance con- 
tracts during 1997, 1996 and 1995 totaled $13 million, $6 million 
and $36 million, respectively, and are deducted from “Insurance 
and Health Care Claims and Benefits” expense. At October 31, 
1997 and 1996, reinsurance receivables of $38 million and 
$66 million and prepaid insurance premiums of $10 million and 
$21 million, respectively, were associated with a single reinsurer. 


PENSION BENEFITS 


The company has several pension plans covering substantially all 
of its United States employees and employees in certain foreign 
countries. The United States plans and significant foreign plans in 
Canada, Germany and France are defined benefit plans in which 
the benefits are based primarily on years of service and employee 
compensation. It is the company’s policy to fund its United States 
plans according to the 1974 Employee Retirement Income Security 
Act (ERISA) and income tax regulations. In Canada, the company’s 
funding is in accordance with local laws and income tax regulations, 
while the pension plans in Germany and France are unfunded. 
Plan assets in the United States and Canada consist primarily 
of common stocks, common trust funds, government securities 
and corporate debt securities. Pension cost for United States 
plans is based on the 1983 Group Annuity Mortality Table. 
The components of net periodic pension cost and the 
significant assumptions for the United States plans consisted of 
the following in millions of dollars and in percents: 


1997 1996 1995 


Service cost $ 88 §8$ 86 $ 73 
nterest cost 339 322 308 
Return on assets: 

ACHUAL GAN esscscearesrcinvenecernvavereioemereeessawivers (749) (733) (659) 

Deferred gain 350 363 322 
Net amortization 75 58 49 
Net COST... ccccccccccccscescessessessesseestesvessenees $103 $ 96 $ 93 
Discount rates for ODIIGatiONS........cceeeeeeeeeees 7.5% 1.5% 1.5% 
Discount rates for EXPENSES... 7.5% 7.5% 8.0% 
Assumed rates of compensation increases....... 5.0% 5.0% 5.0% 
Expected long-term rate of return... eee 9.7% 9.7% 9.7% 


A reconciliation of the funded status of the United States 
plans at October 31 in millions of dollars follows: 


1997 1996 


Assets Accumulated Assets Accumulated 
Exceed Benefits Exceed — Benefits 
Accumulated Exceed Accumulated Exceed 
Benefits Assets Benefits Assets 


Actuarial present value 
of benefit obligations 


Vested benefit obligation......... $3,940) $ (65) $1,702) $(2,104) 

Nonvested benefit obligation... (532) (14) (105) (324) 

Accumulated benefit obligation.. (4,472) (79) (1,807) ~— (2,428) 

Excess of projected benefit 

obligation over accumulated 
benefit obligation.............. (389) (9) (400) (20) 

Projected benefit obligation ......... (4,861) (88) (2,207) (2,448) 
Plan assets at fair value............0.. 5,259 am 2,299 2,378 
Projected benefit obligation 

(in excess of) or less than 

DIAN ASSES ......cssesessesseseeseesees 398 (77) 92 (70) 
Unrecognized net (gain) loss........ (184) 28 (176) 388 
Prior service cost not yet 

recognized in net periodic 

PENSION COST...sccsesseesssoeseveess 245 21 4 140 
Remaining unrecognized 

transition net (asset) liability 

from November 1, 1985........... (46) 3 (53) (4) 
Adjustment required to 

recognize minimum liability...... (43) (512) 
Prepaid pension cost 

(pension liability) 

recognized in the 

consolidated 

balance sheet..................... $ 413 $ (68) $ (133) $ (8) 


The components of net periodic pension cost and the 
significant assumptions for the foreign plans consisted of the 
following in millions of dollars and in percents: 


1997 1996 1995 


Service cost $ 9 $ 9 $ 9 
Interest cost 27 28 27 
Return on assets: 
ACTUAL GAUIN scetievevsracvacresveesizvmvacisecceies (35) (18) (12) 
DOPGHOd Call vsicivesisarecsssvieciuraiveseenaneaee 23 7 1 
Net amMoOrtization.....c.cscersccccserercsssesssenee 7 7 2 
Net COSE.......cccccccccccsesesresesesessestesesens $ 31 $ 33 $ 27 


. 6.5-8.3% 70-83% 7.0-8.3% 
Discount rates for EXPENSES ........ccceeeeceres 70-83% 7.0-8.3% 7.0-8.3% 
Assumed rates of compensation increases....  2.5-5.8% 4.0-7.0% 4.0-7.0% 
Expected long-term rate of return... 8.3% 8.3% 8.3% 


Discount rates for obligations ... 
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A reconciliation of the funded status of the foreign plans at 
October 31 in millions of dollars follows: 


1997 1996 
Assets Accumulated Assets Accumulated 
Exceed Benefits Exceed _ Benefits 
Accumulated Exceed Accumulated Exceed 
Benefits Assets Benefits Assets 
Actuarial present value 
of benefit obligations 
Vested benefit obligation ........... $(85) $(266) $(82) — $(269) 
Nonvested benefit obligation...... (3) (3) 
Accumulated benefit obligation... (85) (269) (82) (272) 
Excess of projected benefit 
obligation over accumulated 
benefit obligation ........c.c. (11) (29) (11) (41) 
Projected benefit obligation............ (96) (298) (93) (313) 
Plan assets at fair VaIUC.........cee 181 160 
Projected benefit obligation 
(in excess of) or 
less than plan assets... 85 (298) 67 (313) 
Unrecognized net ain... (44) (2) (27) (7) 
Prior service cost not yet recognized 
in net periodic pension cost....... 1 1 2 2 


Remaining unrecognized 
transition net (asset) obligation 
from November 1,1987.........4. (9) 16 (11) 23 


Prepaid pension cost 
(pension liability) recognized 
in the consolidated 
balance sheet...................05 $ 33 


POSTRETIREMENT BENEFITS OTHER THAN PENSIONS 


The company generally provides defined benefit health care and 


life insurance plans for retired employees in the United States 
and Canada. Provisions of the benefit plans for hourly employees 
are, in large part, subject to collective bargaining. The plans for 
salaried employees include certain cost-sharing provisions. It is 
the company’s policy to fund a portion of its obligations for the 
United States postretirement health care benefit plans under 
provisions of Internal Revenue Code Section 401(h). Plan assets 
consist primarily of common stocks, common trust funds, 
government securities and corporate debt securities. 

The components of net periodic postretirement benefits cost 
and the significant assumptions for the United States and Canadian 
plans consisted of the following in millions of dollars and in percents: 


1997 1996 1995 


Health Care 
GBIVICE. COSE crs seussveasionevavarncvsstxandensoovegs $ 69 $ 61 $ 55 
INET OSTI COST: scircvepsnmunnsstexrserneaeeree cers 148 135 122 
Return on assets: 
Actual gain...... (45) (37) (30) 
Deferred gain... sa 18 17 15 
Net AMOtIZAtION 0... cece eeeeeeseeeeee (10) (23) (40) 
NGt COS b ccvssssnscascrsorsccescarpsescuevassosesi ass 180 153 122 
Life Insurance 
Service cost 3 3 3 
Interest cost ai 18 17 16 
NGC AIORIZALON scscersavorseanincrernsrsraverees 1 1 
NEE GOS bic sensenetvecenentamevecssvesvrccertwents 22 21 19 


Total net cost 


$202 $174 $141 


(continued) 
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1997 1996 1995 


Discount rate for obligationS............ce 7.15% 7.15% 7.15% 
Discount rates for expense ........ «a €#5% 7.175% 8.25% 
Expected long-term rate of return ............. 9.7% 9.7% 9.7% 


A reconciliation of the funded status of the United States 
and Canadian plans at October 31 in millions of dollars follows: 


1997 1996 
Health Life Health —_Life 
Care Insurance Care Insurance 
Accumulated postretirement 
benefit obligations 
PSL COS Ss sevsaancra covetnescsssensaceneincdiene $(1,407) $(157) $(1,279) $(147) 
Fully eligible active plan participants ... (254) (37) (226) (34) 
Other active plan participants............ (399) (64) (365) (64) 
TGtal ennahesremeenensveunenmnnreicnes (2,060) (248) (1,870) (235) 
Plan assets at fair VaIUC........ccceceeeeee 316 271 


Accumulated postretirement benefit 

obligation in excess of plan assets..... (1,744) (248) = (1,599) (235) 
Unrecognized net lOSS .......csceseeeeeeeene 181 34 108 33 
Prior service credit not yet recognized 

in net periodic postretirement 

DONGNUS COSl wcsssiersacsstensteacrsneciarsivngs (19) (30) (1) 


Postretirement benefit liability 
recognized in the consolidated 
balance sheet ...........0....cccen $(1,582) $(214) 


$(1,521) $(208) 


The annual rate of increase in the per capita cost of covered 
health care benefits (the health care cost trend rate) used to 
determine 1997 cost was assumed to be 9.0 percent for 1998, 
decreasing gradually to 4.5 percent by the year 2003. The rate 
used to determine 1996 cost was assumed to be 9.2 percent for 
1997, decreasing gradually to 4.5 percent by the year 2003. The 
rate used to determine 1995 cost was assumed to be 9.1 percent 
for 1996, decreasing gradually to 4.5 percent by the year 2001. 
An increase of one percentage point in the assumed health care 
cost trend rate would increase the accumulated postretirement 
benefit obligations at October 31, 1997 by $240 million and the 
net periodic postretirement benefits cost for the year then ended 
by $30 million. 


INCOME TAXES 

The provision for income taxes by taxing jurisdiction and by 
significant component consisted of the following in millions 
of dollars: 


1997 1996 1995 


Current: 
United States: 
OCT Als scis tsescecsuveeconiedsnorescntiesoncscoraewsesas tina $434 $406 $253 
ISPS os secsnar state cesttecasachslleccasateaptsatsncsandnteastnvonnls 37 42 aA 
POLE Gl icsecersiecivennninninanimeaamrarenn 88 98 55 
Total current... 559 546 = 325 
Deferred: 
United States: 
(22) (51) 70 
(7) 4 
14 (8) (1) 
(8) (66) 73 
Provision for income taXe$ .............ccccccceee $551 $480 $398 


Based upon location of the company’s operations, the 
consolidated income before income taxes in the United States 
in 1997, 1996 and 1995 was $1,057 million, $929 million 
and $881 million, respectively, and in foreign countries was 
$450 million, $358 million and $212 million, respectively. 
Certain foreign operations are branches of Deere & Company 
and are, therefore, subject to United States as well as foreign 
income tax regulations. The pretax income by location and 
the preceding analysis of the income tax provision by taxing 
jurisdiction are, therefore, not directly related. 

A comparison of the statutory and effective income tax provi- 
sion and reasons for related differences in millions of dollars follows: 


1997 1996 1995 


United States federal income tax provision 
at a statutory rate of 35 percent...................... $527 $450 $382 
Increase (decrease) resulting from: 


State and local income taxes, net of 


federal income tax DeNefit.. cece 25 23 14 
Taxes on foreign income which differ from 
the United States statutory rate... 12 24 1 


Realization of benefits of tax loss 


and tax credit CarryfOrwards......c.cscsseseseseseaee (7) (9) (1) 
TEX GXGINIBE ICON Gi sivesovenittiveorurncenctisveremervermceteanies (4) (4) (6) 
Other adjustMents — Net ..cccscsesecessrseseeeseseae (2) _@ (3) 


Provision for income taxes 


Deferred income taxes arise because there are certain items 
that are treated differently for financial accounting than for income 
tax reporting purposes. An analysis of the deferred income tax 
assets and liabilities at October 31 in millions of dollars follows: 


1997 1996 
Deferred Deferred Deferred Deferred 
Tax Tax Tax Tax 
Assets Liabilities Assets Liabilities 

Deferred installment sales income.... $ 346 $ 327 
Tax over book depreciation .............. 113 100 
Accrual for retirement and 

postemployment benefits............ $ 580 $ 573 
Minimum pension liability 

ACIUSTMEN.....escecsssessesseseeseessenes if 140 
Accrual for sales allowances........... 246 211 
Accrual for vacation pay....cscceeee 46 43 
Allowance for doubtful receivables....... 52 52 
Tax loss and tax credit caryforwards... 12 15 
Claims and reserves 19 17 
Unearned premiums ae 8 10 
OMSL TES scsnvsasssanoveraraaecasacisoowns 114 91 111 85 
Less valuation allowance..........006 (12) (16) 
Deferred income tax 

assets and liabilities ............ $1,072 $550 $1,156 $512 


At October 31, 1997, accumulated earnings in certain 
overseas subsidiaries totaled $564 million for which no provi- 
sion for United States income taxes or foreign withholding 
taxes has been made, because it is expected that such earnings 
will be reinvested overseas indefinitely. Determination of the 
amount of unrecognized deferred tax liability on these unremitted 
earnings is not practical. 

Deere & Company files a consolidated federal income tax 
return in the United States, which includes the wholly-owned 


Financial Services subsidiaries. These subsidiaries account for 
income taxes generally as if they filed separate income tax returns. 
At October 31, 1997, certain foreign tax loss and tax credit 
carryforwards were available. The expiration dates and amounts 
in millions of dollars are as follows: 2001 - $4 and unlimited - $8. 


MARKETABLE SECURITIES 


Marketable securities are held by the insurance and health care 
subsidiaries. All marketable securities are classified as available- 
for-sale under FASB Statement No. 115, with unrealized gains 
and losses shown as a component of stockholders’ equity. 
Realized gains or losses from the sales of marketable securities 
are based on the specific identification method. 

The amortized cost and fair value of marketable securities 
in millions of dollars follow: 


Amortized Gross Gross 
Cost — Unrealized Unrealized Fair 
or Cost Gains Losses Value 


October 31, 1997 

Equity S@CUIILICS oc. $ 3 $ 2 $ 5 
U.S. government and agencies ....... 160 5 165 
States and municipalities .............. 160 11 171 
(0.0) 00) (- 237 9 $1 245 
Mortgage-backed securities.......... 224 8 232 
OUNGN csciesssoseiconessneennnsnerinencennien 2 2 
Marketable securities ............. $ 786 $35 $ $ 820 
October 31, 1996 

Equity SOCUTItICS.........sscsssesssessees $ 5 $2 $ 7 
U.S. government and agencies....... 225 5 $4 229 
States and municipalities .............. 163 9 1 171 
COM OA iyrcvccncrnnermincannnrn 265 6 1 270 
Mortgage-backed securities.......... 188 5 3 190 
OUNGM scssvenstiarvinditnnnvieserneesavciwteis 2 2 
Marketable securities ............. $ 848 8 8$ 27 $ 6  $ 869 


The contractual maturities of debt securities at October 31, 
1997 in millions of dollars follow: 


Amortized Fair 


Cost Value 
Due IN GME Y6ar OF IOSS tsscisuerererviccrevermewonmenteacenen $ 40 $ 40 
Due after one through five YOarS v....scsssessesestesteseseeseseese 239 243 
Due after five through 10 years 156 165 
Due after 10 YOarS....ccccsssessessessessesesssvssvssessssesseesessvess 346 365 
Debt S@CUritCS 000.0... ccc eesstesseesseesseesseessesses $781 $813 


Actual maturities may differ from contractual maturities 
because some borrowers have the right to call or prepay 
obligations. Proceeds from the sales of available-for-sale securities 
were $114 million in 1997, $11 million in 1996 and $79 million 
in 1995. Gross realized gains and losses on those sales were 
not significant. The increase in the net unrealized holding gain 
after income taxes was $8 million, $11 million and $3 million 
during 1997, 1996 and 1995, respectively. 
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TRADE ACCOUNTS AND NOTES RECEIVABLE 


Trade accounts and notes receivable at October 31 consisted of 


the following in millions of dollars: 


1997 1996 

Trade accounts and notes: 
AGHICUIUPAL s:siccisestanasacseaveiasisasiirnnamnmaiiennnnenea $2,137 $2,009 
CONST TCU GM ics erssnsecuerssevonneemumironamenrensnen 388 422 
624 593 
3,149 3,024 
220 164 
3,369 3,188 
35 35 
Trade accounts and notes receivable-net ........ $3,334 $3,153 


At October 31, 1997 and 1996, dealer notes included above 
were $788 million and $638 million, respectively. 

Trade accounts and notes receivable arise from sales to 
dealers of John Deere agricultural, construction and commercial 
and consumer equipment. The company generally retains as 
collateral a security interest in the equipment associated with these 
receivables. Generally, terms to dealers require payments as the 
equipment which secures the indebtedness is sold to retail 
customers. Interest is charged on balances outstanding after certain 
interest-free periods, which range from one to 12 months for 
agricultural tractors, one to five months for construction equip- 
ment, and from two to 24 months for most other equipment. 
Trade accounts and notes receivable have significant concentrations 
of credit risk in the agricultural, construction and commercial 
and consumer business sectors as shown in the previous table. 
On a geographic basis, there is not a disproportionate concentration 
of credit risk in any area. 


FINANCING RECEIVABLES 


SS 
Financing receivables at October 31 consisted of the following in 


millions of dollars: 


1997 1996 
Retail notes: 
Equipment: 
AGQVICUILUPAL.....sccessesssecssessecssvcsscssesssessteesseesseeses $3,412 $3,273 
CONSTRUCT ON wceceersscoucereetevenomes nmernersteamaeonecarrs 877 903 
Commercial AN CONSUMET .......cseeseeseseeeeteeees 282 245 
Recreational Products ......ccccsesesssesseseseseresreneens 1,606 1,394 
MGA saecereseserseeneeeetrteaentatatatncteen ad 6,177 5,815 
Revolving Charge ACCOUNTS ...... cece 630 577 
FINANCING ICASES.........scessessessessesestssessecsessessecnsansseesens 331 223 
WHOlGSEIE NOLES sssissseremnninsromirenmrenaraan 653 566 
Total Credit reC@iVADIES........ccccecescececeetetstsesesesees 7,791 7,181 
Less: 
Unearned finance income: 
EGNOS TOTES ave ccecacsostnrascencesrcrsnencrrenceceerenect 654 634 
Recreational product notes im 590 511 
FINANCING ICASES.........ccecesesesessesesesesteseseseseeeeeeees 48 31 
NG talhsiatssssrrsrstrarenancswectennrrtacnvaeranadesiies 1,292 1,176 
Allowance for doubtful receivables .........cccceeeeen 94 93 
Financing receivables — net................ccee $6,405 $5,912 
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Financing receivables have significant concentrations of 
credit risk in the agricultural, construction, commercial and 
consumer, and recreational product business sectors as shown in 
the previous table. On a geographic basis, there is not a dispro- 
portionate concentration of credit risk in any area. The company 
retains as collateral a security interest in the equipment associated 
with retail notes, wholesale notes and financing leases. 

Financing receivable installments, including unearned 
finance income, at October 31 are scheduled as follows in millions 


of dollars: 


1997 1996 

Due in months: 
Os ctavestenspurtedcevnindceestecsnawinenensuosameretonasaisaesees $2,765 $2,569 
NS 124 car haececsstusreanrapruaasarn anna saan enaets 1,685 1,530 
25 — 36 1,186 1,113 
782 767 
471 463 
902 739 
$7,791 $7,181 


The maximum terms for retail notes are generally eight 
years for agricultural equipment, five years for construction 
equipment, six years for commercial and consumer equipment 
and 20 years for recreational products. The maximum term 
for financing leases is six years, while the maximum term for 
wholesale notes is generally 12 months. 

The company’s United States and Canadian credit sub- 
sidiaries received proceeds of $968 million in 1997, $960 million 
in 1996 and $837 million in 1995 from the sale of retail notes. 
Certain other foreign subsidiaries had insignificant sales of retail 
notes. At October 31, 1997 and 1996, the unpaid balances of 
retail notes previously sold were $1,514 million and $1,391 million, 
respectively. The company’s maximum exposure under all retail 
note recourse provisions at October 31, 1997 and 1996 was 
$177 million and $196 million, respectively. There is no anticipated 
credit risk related to nonperformance by the counterparties. 
The retail notes sold are collateralized by security interests in the 
related equipment sold to customers. At October 31, 1997 and 
1996, worldwide financing receivables administered, which 
include financing receivables previously sold but still administered, 
totaled $7,919 million and $7,303 million, respectively. 

Total financing receivable amounts 60 days or more past 
due were $24 million at October 31, 1997 compared with 
$22 million at October 31, 1996. These past-due amounts 
represented .38 percent of the receivables financed at October 
31, 1997 and .36 percent at October 31, 1996. The allowance 
for doubtful financing receivables represented 1.44 percent and 
1.56 percent of financing receivables outstanding at October 31, 
1997 and 1996, respectively. In addition, at October 31, 1997 
and 1996, the company’s credit subsidiaries had $164 million 
and $155 million, respectively, of deposits withheld from dealers 


and merchants available for potential credit losses. An analysis of 


the allowance for doubtful credit receivables follows in millions 
of dollars: 


1997 1996 1995 


Balance, beginning of the year ......c.ccccsceseseeseesseeaes $93 $88 $86 
Provision charged to OperatiONS.......cccccecesesesseseesees 38 43 36 
AMOUNTS WHITTEN OFF; sssiesscctnessaveaasescsavseotvevosvancvetintosaee (31) (32) (25) 
Transfers related to retail note SAleS ........ccceeeeeeeees (6) (6) (9) 
Balance, end of the year ........0.....ccccccsceseeae $94 $93 $88 
OTHER RECEIVABLES 


Other receivables at October 31 consisted of the following in 
millions of dollars: 


1997 1996 
Insurance and health care premiums receivable ............+ $ 90 $127 
R@INSUPANCE FECEIVADIES ........sccssessssessssseesessseseetesnesneseeness 91 119 
Receivables relating to asset backed securitizations........... 165 196 
Ot Sl acsscionescnrrexnanetnueuneeraventanasccacnatemermmetieteres 67 108 
Other receivables .........c..ccccccccccccssecssecssessseesseessessesses $413 $550 


Other receivables are primarily held by the Financial 
Services subsidiaries. The credit subsidiaries’ receivables related 
to asset backed securitizations are equal to the present value of 
payments to be received for retained interests and deposits made 
with other entities for recourse provisions under the retail note 
sales agreements. 


EQUIPMENT ON OPERATING LEASES 


Operating leases arise from the leasing of John Deere equipment 
to retail customers in the United States and Canada. Initial lease 
terms range from 12 to 72 months. The net value of equipment 
on operating leases was $775 million and $430 million at October 
31, 1997 and 1996, respectively. Of these leases, at October 31, 
1997, $194 million was financed by the Equipment Operations 
and $581 million by the credit subsidiaries. The equipment 
is depreciated on a straight-line basis over the terms of the 
leases. The accumulated depreciation on this equipment was 
$140 million and $86 million at October 31, 1997 and 1996, 
respectively. The corresponding depreciation expense was 
$95 million in 1997, $53 million in 1996 and $35 million in 1995. 
Future payments to be received on operating leases totaled 
$398 million at October 31, 1997 and are scheduled as follows: 
1998 — $159, 1999 — $124, 2000 — $70, 2001 — $36 and 2002 — $9. 


INVENTORIES 


titi 
Substantially all inventories owned by Deere & Company and its 
United States equipment subsidiaries are valued at cost, on the 
“Jast-in, first-out” (LIFO) basis. Remaining inventories are 
generally valued at the lower of cost, on the “first-in, first-out” 
(FIFO) basis, or market. The value of gross inventories on the 
LIFO basis represented 85 percent and 83 percent of worldwide 
gross inventories at FIFO value on October 31, 1997 and 1996, 
respectively. If all inventories had been valued on a FIFO basis, 


estimated inventories by major classification at October 31 in 
millions of dollars would have been as follows: 


Raw materials and SUPPIICS.......0.. cesses 
WOOK OOCESS ves cierveweeusrecanvecnecunssnveavvasevosavernentanitss 427 397 


Finished MachineS:aNnd Parts assssssisssseersassseavervarsearazens 1,430 1,232 

Total FIFO Val G iss isinircnanncnncnnanmns 2,085 1,857 
Agiustment to: MEO: BASIS iscremersieessserrecenae 1,012 1,028 
INV GNONIOS 2 scessisc2crctasrraracrnecenesaensennns $1,073 829 


PROPERTY AND DEPRECIATION 


A summary of property and equipment at October 31 in millions 
of dollars follows: 


1997 1996 

[Leila eereeeeteertner tenet ert etree rrr tts $ 54 $ 46 
Buildings and building eqQuipMeNt.........cccscseseeeeeeee 958 914 
Machinery and @quipMent .......cccccccscsesesereeseseseenens 2,099 2,157 
DIeS; Patterns; 1001S; GIG sesserdinsivernncenaiviawnanpeawers 555 561 
AMOI lt icarccrcrrannomtacironcanuaca amine 557 518 
COMSHUCHOMIMNPOGNESS  avicccs ierssexedinvnessaievixsavaiooenevianes 157 109 
TOtal St COStewicsicmmunsnariomntmmonmmnans 4,380 4,305 
Less accumulated depreciation .......ccccccecesescereseseens 2,856 2,953 


Leased property under capital leases amounting to $3 million 
and $4 million at October 31, 1997 and 1996, respectively, is 
included primarily in machinery and equipment. 

Property and equipment additions and depreciation are 
reported on page 46. Property and equipment expenditures for 
new and revised products, increased capacity and the replacement 
or major renewal of significant items of property and equipment 
are capitalized. Expenditures for maintenance, repairs and minor 
renewals are generally charged to expense as incurred. Most 
of the company’s property and equipment is depreciated using 
the straight-line method for financial accounting purposes. 
Depreciation for United States federal income tax purposes is 
computed using accelerated depreciation methods. 

It is not expected that the cost of compliance with 
foreseeable environmental requirements will have a material 
effect on the company’s financial position or results of operations. 


INTANGIBLE ASSETS 


Net intangible assets totaled $158 million and $286 million at 
October 31, 1997 and 1996, respectively. The Equipment Operations’ 
balance of $148 million at October 31, 1997 consisted primarily 

of unamortized goodwill, which resulted from the purchase cost of 
assets acquired exceeding their fair value, and an intangible asset 
of $24 million related to the additional minimum pension lability 
required by FASB Statement No. 87. The intangible pension 

asset decreased by $119 million during 1997 due to a reduction 
in the minimum pension liability. 

Intangible assets, excluding the intangible pension asset, are 
being amortized over 25 years or less, and the accumulated 
amortization was $58 million and $39 million at October 31, 1997 
and 1996, respectively. The intangible pension asset is remeasured 
and adjusted annually. The unamortized goodwill is reviewed 
periodically for potential impairment. 


SHORT-TERM BORROWINGS 


Short-term borrowings at October 31 consisted of the following 
in millions of dollars: 


1997 1996 
Equipment Operations 
COMMErCial PAPEL......c.scecsssssesssssvesseesessesssecsesnesseeses $ 98 $ 106 
Notes payable tO DankS .......ccccecsseeesssneeeeeeereenes 35 38 
Long-term borrowings due within one year... 38 79 
MOVE Es seth acer aiasenauesaseasuisisiuinthieeebsenisuvensactassnuatsa® 171 223 
Financial Services 
Commercial paper............ sani 2,559 2,030 
Notes payable to banks viet 2 27 
Long-term borrowings due within one year... 1,043 864 
WO Ua lbscsvia accsaveseeraaceas gaaaneiiietsaesveeeayeercapneesaanaayiaes 3,604 2,921 
Short-term bOrrowingS...............ccccccceseece cece $3,775 $3144 


The weighted average interest rates on total short-term 
borrowings, excluding current maturities of long-term borrowings, 
at October 31, 1997 and 1996 were 5.2 percent and 5.1 percent, 
respectively. All of the Financial Services’ short-term borrowings 
represent obligations of the credit subsidiaries. 

Unsecured lines of credit available from United States 
and foreign banks were $4,412 million at October 31, 1997. 
Some of these credit lines are available to both the Equipment 
Operations and certain credit subsidiaries. At October 31, 1997, 
$1,699 million of the worldwide lines of credit were unused. 

For the purpose of computing the unused credit lines, total 
short-term borrowings, excluding the current maturities of 
long-term borrowings, were considered to constitute utilization. 

Included in the above lines of credit is a long-term 
committed credit agreement expiring on February 25, 2002 
for $3,500 million. The agreement is mutually extendable and 
the annual facility fee is not significant. The credit agreement 
has various requirements of John Deere Capital Corporation, 
including the maintenance of its consolidated ratio of earnings 
to fixed charges at not less than 1.05 to 1 for each fiscal quarter 
and the ratio of senior debt to total stockholder’s equity plus 
subordinated debt at not more than 8 to 1 at the end of any fiscal 
quarter. Deere & Company has a separate contractual agreement 
to conduct business with the Capital Corporation on such 
terms that the Capital Corporation will continue to satisfy the 
ratio requirement for earnings to fixed charges, the Capital 
Corporation’s tangible net worth will be maintained at not 
less than $50 million and Deere & Company will own at least 
51 percent of Capital Corporation’s voting capital stock. 
These arrangements are not intended to make Deere & 
Company responsible for the payment of obligations of this 
credit subsidiary. The credit agreement also contains a provision 
requiring Deere & Company to maintain consolidated tangible 
net worth of $500 million according to United States generally 
accepted accounting principles in effect at October 31, 1994. 
Under this provision, the company’s total retained earnings 
balance was free of restriction at October 31, 1997. 


ACCOUNTS PAYABLE AND ACCRUED EXPENSES 


Accounts payable and accrued expenses at October 31 consisted 
of the following in millions of dollars: 


1997 1996 
Equipment Operations 
Accounts payable: 
TPAC bs stprexeseenssereactdieen Seaheebanastcaacuiartsatean emer ioree $ 967 $ 882 
Dividends payable... 50 52 
OMIM ascctsrcrctsetsesctesrtaearanaesaeanteraracaumicanactnunsiinusites danneate 37 37 
Accrued expenses: 
EMPIOVES: DONETIES -acsassssivnsssavscrestaninssuasiaterperneniennsseeas 160 151 
Dealer COMMISSIONS ......ccssesssesessesesssesessessseessesseneees 201 178 
675 
1,975 
Financial Services 
Accounts payable: 
164 155 
140 132 
Accrued expenses: 
UME ATIET: DIE MIUTS scccsvssnvencnpenmvaerietngasantccvreaseneaates 141 145 
Unpaid loss adjustment eXpenses.........cccceeeseeeenee 92 88 
Interest payable 44 
137 
701 
$2,676 


LONG-TERM BORROWINGS 


——— 
Long-term borrowings at October 31 consisted of the following 


in millions of dollars: 


1997 1996 


Equipment Operations 
Notes and debentures: 
Medium-term notes due 2000 — 2006: 
Average interest rate of 8.9% as of year end 
1997 ANG 1O9G s iturisvicraiannnmnivdnsmavenrinuses $ 134 8 $ 171 
Adjustable rate senior notes due 2002: 


Interest rate of 7.8% as of year end 1996 50 
8.95% debentures due 2019... cece 200 200 
8-1/2% ClebenturesS HUE 2022......ccecceseseeesessseresteseeees 200 200 
OU iisss incr autaaeiansieenenioivansdinrsianenantianedtoanti@oresonisans 6 D 

$ 626 


(continued) 


nl 


1997 1996 


Financial Services 
Notes and debentures: 
Medium-term notes due 1998 — 2007: 
Average interest rate of 6.7% as of year end 
AGO? aNd 1996} ssssvsscrscavsexverteormersermerrenemnanssciess $1,286 
Floating rate notes due 1998 (federal funds rate): 
Swapped to an alternative variable interest rate 
Of 5.6% as Of year EN 1996.0... 150 
5% Swiss franc bonds due 1999: Swapped to U.S. 
dollars and a variable interest rate of 6.1% as of 


$1,402 


year end 1997 and 6.0% as of year end 1996.......... 97 97 
6% Notes MUG 1999),......:assrsesornssvocertenanrnrmnmn 200 
6:30% NOTES AUE1G99 ccsvsssssesssvecosssaseavnstasyserecsasusess 200 
Total notes ANd CEDENTUFES........cccececeeseeeeteeeee 1,783 1,649 
Subordinated debt: 


9-5/8% subordinated notes due 1998: Swapped 
to variable interest rate of 6.1% as of year end 
1997 and 6.0% as of year ENd 1996 00... eee 


8-5/8% subordinated debentures due 2019* 


Long-term DOrrOWINGS........0...0. ccs eeesteeeteseees 


*Reclassified to short-term borrowings in 1996 because the obligation was callable by the 
creditors in 1997. Swapped to variable interest rate of 5.3% as of year end 1996. 


All of the Financial Services’ long-term borrowings 
represent obligations of John Deere Capital Corporation. 

The approximate amounts of the Equipment Operations’ 
long-term borrowings maturing and sinking fund payments 
required in each of the next five years in millions of dollars 
are as follows: 1998 — $38, 1999 — $200, 2000 — $5, 2001 — $68 
and 2002 — $23. The approximate amounts of the Capital 
Corporation’s long-term borrowings maturing and sinking 
fund payments required in each of the next five years in millions of 
dollars are as follows: 1998 — $1,043, 1999 — $1,048, 2000 — $365, 
2001 — $140 and 2002 — $280. 


LEASES 


NR I ES ESS PSE 
At October 31, 1997, future minimum lease payments under 


capital leases totaled $1 million. Total rental expense for 
operating leases during 1997 was $61 million compared with 
$56 million in 1996 and $50 million in 1995. At October 31, 
1997, future minimum lease payments under operating leases 
amounted to $112 million as follows: 1998 — $38, 1999 — $25, 
2000 — $14, 2001 — $9, 2002 — $6 and later years — $20. 


COMMITMENTS AND CONTINGENT LIABILITIES 


———_——S 
On October 31, 1997, the company’s maximum exposure under 


all credit receivable recourse provisions was $177 million for 
retail notes sold by both the Financial Services subsidiaries 
and the Equipment Operations. Also, at October 31, 1997, 
the company had commitments of approximately $102 million for 
construction and acquisition of property and equipment. 


The company is subject to various unresolved legal actions 
which arise in the normal course of its business, the most prevalent 
of which relate to product liability, retail credit matters, and 
patent and trademark matters. Although it is not possible 
to predict with certainty the outcome of these unresolved legal 
actions or the range of possible loss, the company believes these 
unresolved legal actions will not have a material effect on its 
financial position or results of operations. 


CAPITAL STOCK 


Changes in the common stock account in 1995, 1996 and 1997 
were as follows: 


Number of | Amount 
Shares Issued (in millions) 
Balance at October 31, 1994 wesc 259,915,584 $1,491 
Transfer from retained earnings for 
three-for-one stock split (See Delo)... 175 
Stock options exercised with newly issued shares... 2,604,114 44 
De@be@nture CONVEFSIONS ........csceceessesesesesesteeeseseees 4,386 
QUIVER vowdsssccitenesventsssacseasqsuranstsneguzasaibsgavientieacsrwiat 19 
Balance at October 31, 1995... 262,524,084 1,729 
Stock options exercised with newly issued shares... 1,305,541 26 
DebDeNture CONVEFSIONS .....c.cssesestesestetsseseseeseseeenes 3,474 
ON Oeectaeusarannarcimanndarntmertenomanatatearives 15 
Balance at October 31, 1996.0... 263,833,099 1,770 
DeDENtUTE CONVERSIONS Siecccesierenwinennansrennonats 16,204 
OM Clisccrassoreapyerrgdienmeveimineniacmniacets 9 
Balance at October 31, 1997 0... 263,849,303 $1,779 


On November 15, 1995, the company declared a three- 
for-one stock split effected in the form of a 200 percent stock 
dividend to stockholders of record on November 17, 1995. 
This stock split was recorded as of October 31, 1995 by a transfer 
of $175 million from retained earnings to common stock, 
representing a $1 par value for each additional share issued. 
All prior references to shares and per share amounts have been 
restated. The number of common shares the company is 
authorized to issue was also increased from 200 million to 
600 million and the number of authorized preferred shares, 
none of which has been issued, was increased from three 
million to nine million. 

As of October 31, 1997, the company had completed the 
repurchase of $500 million of Deere & Company common stock 
under the program announced on February 28, 1996. However, in 
December 1997, the company announced it would repurchase 
up to $1 billion of additional common stock from time to time. 
The major changes during 1997 affecting common stock in 
treasury included the repurchase of 6,330,731 shares of common 
stock at a cost of $300 million related to the repurchase program 
and 2,415,704 shares at a cost of $119 million for ongoing stock 
option and restricted stock plans. In addition, 1,757,278 shares 
of treasury stock at original cost of $72 million were issued 
under these plans. 


enn SSS SSS SSS SSS 


The calculation of net income per share is based on the 
average number of shares outstanding during the year. The 
calculation of net income per share, assuming full dilution, 
recognizes the dilutive effect of the assumed exercise of stock 
appreciation rights and stock options, contingent shares and 
conversion of convertible debentures. The calculation also 
reflects adjustment for interest expense relating to the convertible 
debentures, net of applicable income taxes. 


STOCK OPTION AND RESTRICTED STOCK AWARDS 


The company issues stock options and restricted stock to key 
employees under plans approved by stockholders. Restricted 
stock is also issued to nonemployee directors. Options are gener- 
ally awarded with the exercise price equal to the market price 
and become exercisable in one year. Certain other options are 
awarded with the exercise prices greater than the market price 
and become exercisable in four to nine and one-half years, 
depending on the achievement of company performance goals. 
All options expire 10 years after the date of grant. The periods 
of restriction for restricted stock issued to employees range from 
four to eight years depending on the achievement of company 
performance goals. If the company exceeds these goals, additional 
shares could be granted at the end of the restricted periods. The 
restrictions for nonemployee directors end when a director 
retires from the Board. At October 31, 1997, the shares remaining 
available for the granting of options and restricted stock were 
14.8 million and 3.5 million, respectively. 

In 1997, the company adopted the disclosure provisions 
of FASB Statement No. 123, Accounting for Stock-Based 
Compensation. The company retained the “intrinsic value” 
method of accounting for its plans in accordance with APB 
Opinion No. 25, and, therefore, recognized no compensation 
expense for stock options. For disclosure purposes only, the 
Black-Scholes option pricing model was used to calculate the 
“fair values” of stock options. Based on this model, the weighted- 
average fair values of stock options awarded during 1997 and 
1996 were $13.70 and $9.40 per option, respectively. 

Pro forma net income and earnings per share, as if the fair 
value method in FASB Statement No. 123 had been used to 
account for stock-based compensation, and the assumptions used 
are as follow: 


1997 1996 

Net income (in millions) 

ASO DOMEM ss ccssnriscwsserrnonseonisnrsapadorseavesecin $ 960 $ 817 

PROMOHME sccsssecentcricrervennnmecrnenerveevenmnetier $ 948 $ 808 
Net income per share 

ASUBDOMEOs scrsssncasesinesssvidaarsivesnsivesdenivces $ 3.78 $3.14 

PROTON svecisveixersssuecsasasssonnssneeoresennnacens $ 3.74 $ 3.10 
Black-Scholes assumptions* 

Risk-free interest rate ........ceccceeseeseseeseeee 6.2% 5.6% 

Dividend yield 1.9% 2.3% 

Stock volatility 30.0% 25.2% 

Expected option life 5.3 years 5.9 years 


“Weighted-averages 


The pro forma stock-based compensation expense included in 
net income above may not be representative of future years since only 
awards of stock options and restricted stock after November 1, 1995 
have been included in accordance with FASB Statement No. 123. 


During the last three fiscal years, changes in shares under 
option in millions were as follows: 


1997 1996 1995 
Exercise Exercise Exercise 
Shares Price* Shares Price* Shares Price* 
Outstanding at 
beginning of year...... 6.3 26.54 69 22.33 5.4 17.47 
Granted... 15 42.69 1.8 34.90 4.2 25.13 
EX@rCiSd .........scseeee (1.5) 24.23 (2.0) 19.98 (2.6) 16.93 
Expired or forfeited ..... (1) 28.70 (4) 25.10 (41) 20.59 
Outstanding at 
end Of YEP... eee 6.2 30.90 63 26.54 6.9 22.33 
Exercisable at 
Nd Of VEAP... cece 3.1 24.70 3.4 19.35 26 17.79 


“Weighted-averages 


Options outstanding and exercisable in millions at 
October 31, 1997 were as follows: 


Options Outstanding Options Exercisable 
Remaining 

Range of Contractual Exercise Exercise 
Exercise Prices Shares Life (yrs)* — Price* Shares Price* 
$12.25 - $15.60... 6 4.3 14.01 6 14.01 
$20.02 - $23.56...... 1.4 6.6 21.73 1.4 21.73 
$28.39 - $34.13... 2.6 15 32.48 11 34.10 
$40.60 - $47.36...... 1.6 9.0 42.81 
WO tal ees ovsvivsepserioonpaved 6.2 3.1 


“Weighted-averages 


In 1997 and 1996, the company granted 292,681 and 95,016 
shares of restricted stock with weighted-average fair values of 
$43.14 and $41.17 per share, respectively. The total compensation 
expense for restricted stock and additional shares, which is being 
amortized over the restricted periods, was $15 million in 1997 
and $9 million in 1996, 


EMPLOYEE STOCK PURCHASE AND SAVINGS PLANS 


the Ei tt 
The company maintains the following significant plans for eligible 
employees: 

John Deere Savings and Investment Plan, for salaried employees 

John Deere Stock Purchase Plan, for salaried employees 

John Deere Tax Deferred Savings Plan, for hourly and incentive 

paid employees 
Company contributions under these plans were $41 million 

in 1997, $35 million in 1996 and $30 million in 1995. 


RETAINED EARNINGS 


An analysis of the company’s retained earnings follows in millions 
of dollars: 


1997 1996 1995 

Balance, beginning of the year... $2,300 $1,690 $1,354 
INGE INCOME scenvserassenveciecesnivcietsenenvaneenewvosents 960 817 706 
Dividends declared ........scscscesesesseeseeeseens (202) (207) (195) 
Transfer to capital stock for 

three-for-one stock Split .......cccceceeeceee (175) 
OMG liexcrscivesrescoscsturestaniawisisiaierssseraesognisnate (10) 
Balance, end of the year.................0.. $3,048 $2,300 $1,690 
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CUMULATIVE TRANSLATION ADJUSTMENT 


—————— 
An analysis of the company’s cumulative translation adjustment 
follows in millions of dollars: 


Balance, beginning Of the Veal... $(14) $(12) —$(18) 
Translation adjustments for the year. oo... wa 9) 1 6 
Income taxes applicable to translation adjustments....... 6 ) _@) _—_ 
Balance, end of the year ..............cccccceseeeeee $57) $14) $12) 


FINANCIAL INSTRUMENTS 


ES 
The fair values of financial instruments which do not approximate 
the carrying values in the financial statements at October 31 in 
millions of dollars follow: 


1997 1996 
Carrying Fair Carrying Fair 
Value Value Value Value 


Financing rec@ivables......ccscccsececeeees $6,405 $6,381 $5,912 $5,896 


Long-term borrowings and related swaps: 
Equipment Operations borrowings... $ 540 $ 629 $ 626 $ 694 


Financial Services borrowings............ 2,089 2,127 1,816 1,844 
Interest rate and 
foreign currency SWAPS... cee (6) (19) (17) (30) 
TO leccssetsrremsarcactiaienemnadaes $2,623 $2,737 $ 2425 $2,508 


Fair Value Estimates 
Fair values of the long-term financing receivables with fixed rates 
were based on the discounted values of their related cash flows 
at current market interest rates. The fair values of the remaining 
financing receivables approximated the carrying amounts. 

Fair values of long-term borrowings with fixed rates 
were based on the discounted values of their related cash flows 
at current market interest rates. Certain long-term borrowings of the 
John Deere Capital Corporation have been swapped to current 
variable interest rates and United States dollars. Fair values of these 
swaps were based on quotes from dealers. 

Fair values and carrying values of the company’s other interest 
rate swaps and caps associated with short-term borrowings, 
foreign exchange forward contracts and options were not material. 


Derivatives 

The company enters into derivative transactions only to hedge 
exposures arising in the normal course of business, and not 

for the purpose of creating speculative positions or trading. 
The following notional or contract amounts do not represent 
amounts exchanged by the parties and, therefore, are not 
representative of the company’s risk. The net amounts exchanged 
are calculated on the basis of the notional amounts and other 
terms of the derivatives such as interest rates and exchange rates, 
and represent only a small portion of the notional amounts. The 
credit and market risks under these agreements are not considered 
to be significant since the counterparties have high credit ratings 
and the fair values and carrying values are not material. 


Interest Rate Swaps and Caps 

The company’s credit subsidiaries enter into interest rate swap and 
interest rate cap agreements related to their borrowings in order 
to more closely match the type of interest rates of the borrowings 
to those of the assets being funded. The differential to be paid or 
received on all swap and cap agreements is accrued as interest 
rates change and is recognized over the lives of the agreements 
in interest expense. Premiums are amortized to interest expense 
over the lives of the agreements. 

At October 31, 1997 and 1996, the total notional principal 
amounts of interest rate swap agreements related to short-term 
borrowings were $795 million and $346 million, having rates 
of 3.4 to 6.3 percent and 5.2 to 7.4 percent, terminating in up 
to 36 months and 12 months, respectively. There were no 
interest rate cap agreements at October 31, 1997 or 1996. 

The Capital Corporation has entered into interest rate swap 
agreements with independent parties that change the effective rate 
of interest on certain long-term borrowings. The “Long-Term 
Borrowings” table on pages 52 and 53 reflects the effective 
year-end variable interest rates relating to these swap agreements. 
The notional principal amounts and maturity dates of these swap 
agreements are the same as the principal amounts and maturities 
of the related borrowings. The Capital Corporation also has 
interest rate swap agreements associated with medium-term 
notes. The “Long-Term Borrowings” table reflects the interest 
rates relating to these swap agreements. At October 31, 1997 
and 1996, the total notional principal amounts of these swap 
agreements were $380 million and $520 million, terminating 
in up to 116 months and 113 months, respectively. 


Foreign Exchange Forward Contracts, Swaps and Options 
The company has entered into foreign exchange forward contracts, 
swaps and purchased options in order to hedge the currency 
exposure of certain receivables, liabilities and expected inventory 
purchases. The foreign exchange forward contract and swap gains 
or losses are accrued as foreign exchange rates change for hedges 
of receivables and liabilities or deferred until expiration of the 
contract for hedges of future commitments. The contract premiums 
are either amortized or deferred over the terms of the contracts 
depending on the items being hedged. The contract gains or losses 
and premiums are recognized in other operating expenses. The 
foreign exchange purchased option premiums and any gains are 
deferred and recognized in cost of sales as part of the cost of future 
inventory purchases. At October 31, 1997 and 1996, the company 
had foreign exchange forward contracts maturing in up to 

12 months and 11 months for $415 million and $390 million, 
respectively, and a foreign currency swap agreement maturing in 
up to 15 months and 27 months, respectively, for $97 million. 

At October 31, 1997 and 1996, the company had purchased options 
maturing in up to 23 months and 21 months for $280 million 
and $164 million, respectively. The total deferred gains or losses on 
these foreign exchange hedges were not material at October 31, 
1997 and 1996. 


CASH FLOW INFORMATION 


ST 
For purposes of the statement of consolidated cash flows, the 
company considers investments with original maturities of 
three months or less to be cash equivalents. Substantially all of 
the company’s short-term borrowings mature within three 
months or less. 


——————S 


Cash payments for interest and income taxes consisted of 
the following in millions of dollars: 


1997 1996 1995 


Interest: 
EQUIDMONt ODCIATONS sveacercrvevcesssssrcesessssnvassossessnenss $ 83 $120 $129 
FINANCIAL SEINICES aserisccadacimemmimnssanrenncer wv 366 §=298 =. 262 
Intercompany eliminations (5) (6) (6) 
CONSONDSCG cscs escssrssecentssacemrsereesmaranecennanesies $444 $412 $385 
Income taxes: 
Equipment Operations .........cc.sccscessccsecsseseesesseeseeare $522 $513 $297 
Financial Services es 104 99 
Intercompany eliminations an (92) (88) 
Consolidated ............0.cccccccecescescessssessesssessesesseseees $525 $308 


SUPPLEMENTAL INFORMATION (UNAUDITED) 


Quarterly information with respect to net sales and revenues and 
earnings is shown in the following schedule. Such information is 
shown in millions of dollars except for per share amounts. 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 


1997 

Net sales and reVenueS..............000 $2,396 $3,521 $3,430 $3,444 
Income before income taxes........... 285 508 400 314 
NOt INCOME o...scssesescesceseeseseeseeseese 177 319 253 211 
Net income per Share... 69 1.25 1.00 84 
Dividends declared per share ......... .20 .20 .20 .20 
Dividends paid per share..........0..... .20 20 .20 20 
1996 

Net sales and revenues .........c..c00 $2,318 $3,089 $2,905 $2,917 
Income before income taxes........... 258 425 317 287 
Net INCOME v..cessessesseecesssessesstesseees 166 273 204 174 
Net income per Share... 63 1.04 19 .68 
Dividends declared per share ......... .20 .20 .20 .20 
Dividends paid per sharé............000 .20 .20 .20 .20 


Common stock per share sales prices from New York Stock 
Exchange composite transactions quotations follow: 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 


1997 Market price 
FGM sisnaeurrmonunernsnnvetenaviness $47.13 $46.75 $60.50 $59.00 
LOW ces erstetatnteecticcones teannecsisnern contre $39.13 $40.88 $44.38 $48.75 
1996 Market price 
PIGUET sc5235 aaabaaonwecensttanaeivcasartonsatie $37.13 $45.00 $43.38 $44.88 
LOW cectisssceresonmarurerrcnraviesteneiess $28.33 $35.63 $34.50 $34.75 


At October 31, 1997, there were 31,748 holders of record 
of the company’s $1 par value common stock and 15 holders 
of record of the company’s 52% convertible subordinated 
debentures due 2001. 


Dividend 

A quarterly cash dividend of $.22 per share was declared at the 
Board of Directors’ meeting held on December 3, 1997, 
payable on February 2, 1998. This represents an increase of 
10 percent. 


FINANCIAL INSTRUMENT RISK INFORMATION (UNAUDITED) 
Sensitivity Analysis 

The following is a sensitivity analysis for the company’s derivatives 
and other financial instruments which have interest rate risk. 
These instruments are held for other than trading purposes. The 
gains or losses in the table below represent the changes in the 
financial instrument’s fair values which would be caused by 
increasing the interest rates by 10 percent of the current market 
rates at October 31, 1997. The fair values were determined based 
on the discounted values of their related cash flows. The gains or 
losses in fair values at October 31, 1997 would have been as 
follows in millions of dollars: 


Fair Value 
Gains (Losses) 
Marketable S@CUTtES......0..ccsceccecsesstesesseesesssesseessesseeseesees $(14) 
FINANCING TECEWADIES, cesnestssasteomssraaveneieesmreoneatonstavierecses (39) 
Long-term borrowings and related swaps: 
Equipment Operations DOrrowing$ .........c.cessceeeeeseeren 30 
Financial Services DOrrOWINS .........scesseesseesssesseesesseen 27 
Interest rate and 
fOFEIGN CUITENCY SWAPS .......cscescesseesesseseesessesseesee (7) 
WOU sssseecsrs ecesasaacewoasorewectenvtveesnueraenusetireeerasetniias (3) 


Tabular Information 

The following foreign exchange forward contracts were held by 
the company to hedge certain currency exposures. All contracts 
have maturity dates in fiscal year 1998. The notional amounts 
and fair values at October 31, 1997 in millions of dollars follow: 


Average 
Contractual Notional Fair 
Rate* Amount Value 
Buy US$ / Sell Canadian dollar... 1.3758 $144 $29 
Buy Deutsche Mark / Sell US$... 1.7337 113 1.8 
Buy British Pound / Sell US$ .......cceceeeeees 5991 47 al 


Buy Australian dollar / Sell US$ .......c.ccc0e. 1.4266 22 

Buy French Franc / Sell US$ .......ccceeens 5.9095 20 5 

Buy Spanish Peseta / Sell US$........cccccce 148.53 19 4 

OME? COMNTAGHS ossssivensseoneivoosorenerrensnscess 50 2.0 
HU OA de sae ssca asta dane sctaatacasassseasnervsanonnte $445 $77 


| 


*Currency per United States dollar (US$) 


At October 31, 1997, the company had $280 million of foreign 
exchange purchased options with a deferred premium of 
$3 million. The premium is the maximum potential loss on these 
options, which are held as hedges of expected inventory purchases. 
See pages 43 and 55 for further discussion of financial instruments 
including derivatives. 


DEERE & COMPANY 
TEN-YEAR SUMMARY OF CONSOLIDATED INCOME AND RETAINED EARNINGS 
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(In millions of dollars Year Ended October 31 

except per share amounts) 1997 1996 1995 1994 1993 1992 1991 1990 1989 1988 
Net Sales and Revenues 

Agricultural equipment net Sales.........c.ceeeeee $7,048 $6,097 $5,277 $4,718 $4,078 $3,759 $4,054 $4519 $4110 $3,348 
Construction equipment net SaleS.......... cee eee 2,262 1,919 1,875 1,640 1,348 1,068 1,014 1,348 1,310 1,162 
Commercial and consumer equipment net sales...... 1,772 1,624 1,678 1,305 1,053 896 780 912 814 855 
Net sales Of EQUIPMENT .........cccsesecceetesteeteeteetenees 11,082 9,640 8,830 7,663 6,479 5,723 5,848 6,779 6,234 5,365 
Finance and interest INCOME... 867 763 660 548 563 616 654 593 550 442 


Insurance and health care preMIUMS...........ccee 668 658 628 609 497 465 424 366 320 332 
Investment income 67 66 96 94 97 96 88 86 76 62 
OE INCOMEL asa: cancsecorsiauiarorrnnmmnnminnnatan 107,102 _tf 63 60 30 21 337 at 

TIGtAll -wcscrgnesstivere ancien daedecwnesctateancaveteaversinnasseesiaess 12,791 11,229. 10,291 8,977 = 7,696 6,930 7,035 7,857 7,197 = 6,222 
ee ee 
Costs and Expenses 
COSUOT GOG0S SOldesesrcmarecamanmiesiemrieredinni 8,481 7,460 6,922 6,020 5,369 4,892 4894 5,424 5,025 4,355 
Research and development eXPeNSeS .........ceceee 412 370 327 276 270 288 279 264 234 216 
Selling, administrative and general expenses ........... 1,321 1,147 1,002 907 844 843 840 792 697 666 
IMLECESt CXDENS Os sccvcesctecsmsnumavencniammmaennemees 422 402 393 303 369 413 450 435 407 333 
Insurance and health care claims and benefits......... 594 502 499 512 428 410 385 317 270 275 
Other operating EXPENSES .....c.ccceseseseseeseeseeseeseees 94 61 55 38 37 40 31 38 25 16 
ReStrUCtUring COStS ......sscssseesseecsneessisenecseny 107 182 _ 

TOTAll Recetnssscconea hisererinensiueeraennvraeen dave! 11,284 9,942 9,198 8,056 7,424 6,886 7,061 7,270 6,658 — 5,861 
i 
Income (Loss) of Consolidated Group 

Before Income Taxes 

and Changes in Accounting....................05 1,507 1,287 1,093 921 272 44 (26) 587 539 361 
Provision (credit) for INCOME TAXES ....... cece 591 480 398 332 97 15 (5) 182 167 79 
Income (Loss) of Consolidated Group 

Before Changes in Accounting.................... 956 807 695 589 175 29 (21) 405 372 282 
po a 
Equity in Income of 

Unconsolidated Affiliates .......0.0..0..c ce 4 10 11 15 ] 8 i! 6 8 4 
IIe al acai NLU I aren ee 
Income (Loss) Before Changes 

If ACCOUNTING 'seiiscsssesecissisrspesazseexessservcensnvvevsee 960 817 706 604 184 af (20) 411 380 286 
Changes in Accounting ..............0..:c cece (1,105) 29 


elegant a re 
Net Income (Loss) for the Year................005 $ 960 $ 817 $ 706 $ 604 $ (921) $ 37 $ (20) $ 411 $ 380 $ 315 


Cash Dividends Declared 

and Other Adjustment ........0.0...0.cccceee (212) (207) (195) (176) (157) (152) (152) (152) (97) (47) 
Less transfer to common stock ($1 par value 

per share) for three-for-one split effective 


NOVEMBER T 7) T99D scneseesvssniseseaneanavescananissaevines (175) 
Retained Earnings at Beginning of Year......... 2,300 1,690 1,354 926 =. 2,004 2,119 = 2,291 2,032 1,749 1,481 
Rape a el a NN cc re rE eS SS 
Retained Earnings at End of Year.................... $3,048 $2,300 $1,690 $1,354 $ 926 $2,004 $2,119 $2,291 $2,032 $ 1,749 
Income (loss) per share before changes 

Uff ACCOUNUAG ccstrcraiutveryuirrsinvarrsscvicstivedaiceontvis $378 $314 $271 $234 $ 80 $ 16 $ (09 $ 181 $169 $ 1.35 
Net income (loss) per share* $378 $314 $271 $ 234 $97) $ 16 $ (09) $181 $169 $ 1.49 


Net income (loss) per share assuming full dilution*... $3.78 $314 $ 271 $ 234 $97) $ 16 $ (09) $ 1.81 $ 169 $ 1.44 


Dividends declared per Share”... $ 80 ¢ 80 $ 75 $ 6849 664 $ 664% 664$ 664 $ 4343 21% 
Dividends paid per SHAre* ......c.ceseseseeesesseesesees $ 80 $ 80 $ 734 $ 664% 664 $ 664% 6649 614 $ 384 $ AThe 
Average number of common 

shares outstanding (in thousands)”. 253,723 260,547 260,494 258,438 231,874 228,822 228,493 227648 225,502 211,465 


*Adjusted for three-for-one stock split 
effective November 17, 1995. 


a 


Other Statistical Data 


Capital expenditures ssiccirisasesssnvsernesereesnenees $ 492 $ 277 $ 263 $ 230 $ 204 $ 279 $ 298 $ 292 $ 186 $ 180 
Provision for CepreCiatiOn ........cscscesceseeteeeeceees $ 265 $ 262 $ 250 $ 231 $ 226 $ 217 $ 190 $ 177 $ 170 $ 182 
Number of employees (at year ON)... 34,420 33,919 33,375 34,252 33,070 34,852 36,774 38,493 38,954 38,268 
se 


DEERE & COMPANY 


TEN-YEAR SUMMARY OF CONSOLIDATED BALANCE SHEETS 


(In millions of dollars except per share amounts) October 31 

Assets 1997 1996 1995 1994 1993 1992 1991 1990 1989 1988 
Cash and cash equivalent ..........ccscsceseesessesseeseeees $ 330 $ 291 $ 364 $ 245 $ 338 $ 217 $ 278 $ 185 $ 204 $ 266 
Marketable S@CUTItICS ..........cccccccescesceseeseesesssesessesseees 820 869 830 1,126 995 954 857 801 725 662 
Receivables from unconsolidated affiliates ........0...0.. 14 13 2 fe) 4 22 18 3 5 

Trade accounts and notes receivable — net.............. 3,334 8,153 3,260 2,939 2,794 2,946 2,958 3,100 2,087 2,283 
Financing receivables — N@t.....cccccsceessseeseseeeeees 6,405 5,912 5,345 4,502 3,755 4,395 4,754 3,896 3058 3,019 
Other receivables 413 550 492 430 393 179 109 142 97 71 
Equipment on operating leases — Net.......c..ceeceeees 775 430 259 219 195 168 185 181 160 120 
IWERTONIES caves sercicsscoscnevseerenerwvagenreonnceatennenntcets: 1,073 829 721 698 464 525 538 678 711 708 
Property and equipment — net .....c..ccccccccsessessesseeeee 1,524 1,352 1,336 1,314 1,240 1,308 1,235 1,149 997 956 
Investments in unconsolidated affiliates... 150 127 115 154 141 118 106 85 72 53 
Intangible ASSEtS — Nt ......eecccscesesseesessessessesseeseeee 158 286 305 284 297 337 371 240 72 23 
PREPAIG. PENSION COSES ss svcsssvevevuvececerssssvavesvsstsacsuessiees 593 31 26 21 20 20 15 10 6 1 
CM GE-ASSCtS tes sevss sansasiocerestsnivtupemerarestrieenenaeys 107 76 61 62 43 140 133 81 52 26 
Deferred inCOME taX€S ......c.scccsceseessesseessessesssesvesseenes 543 653 640 680 682 24 17 12 

Deferred CHArGeS .....:ssecsesssessssessensescsassovsotsvsensvedessans 81 81 91 98 106 ss QB 15 101 99 76 
‘GOUEL sossssasersncarvestycassverssicivassasioaiabessonsnienrossssvssaveyves’s $16,320 $14,653 $13,847 $12,781 $11,467 $11,446 $11,649 $10664 $9145 $8,264 


Liabilities and Stockholders’ Equity 
i 
Liabilities 


Short-term DOrrOWINGS ....cccccscesessesessessessssrssvsreeseaens $3,775 $3,144 $3,140 $ 2637 $1,601 $3,080 $3471 $2892 $2,249 $2197 
Payables to unconsolidated affiliates... 49 28 27 34 33 20 5 28 15 31 
Accounts payable and accrued expenses... 2,840 2,676 2,533 2,285 2,086 1,845 1,804 1,722 1,579 1,453 
Insurance and health care claims and reserves......... 415 438 470 761 672 567 491 444 391 359 
ACCT TANGS sr npsreisercerernmenntmnavanemoncemmesnens 117 133 73 80 71 69 85 66 #5) 15 
Deferred income taxes 21 9 16 14 9 26 75 172 148 69 
Long-term borrowings 2,623 2,425 2,176 2,054 2,548 2,473 2,206 1,786 1,676 1,394 
Retirement benefit accruals and other liabilities ......... 2,333 2,243 2,327 2,358 2,362 716 676 546 232 230 

Total liabilitios:..........cccessssssessesssesssesseasonsseeresssesees 12,173 11,096 10,762 10,223 9,382 8,796 8,813 7,656 6,365 5,808 


ee ee SS SS 
Stockholders’ Equity 


Common stock issued, at stated ValUC oo... cesses 1,779 1,770 1,729 1,491 1,437 840 839 831 801 761 

REINCOCANINGS scssenaremeanamanonnmnennny 3,048 2,300 1,690 1,354 926 2,004 =2,119 2,291 2,032 1,749 

Minimum pension liability adjustment ........c.cccce (14) (236) (300) (248) (215) (156) (86) (88) 

Cumulative translation adjustment oo... (57) (14) (12) (18) (42) (19) (16) (11) (48) (51) 

Unrealized gain on marketable securities .........0..0.0.. 22 14 3 

Unamortized restricted stock compensation .............. (18) (11) (12) (9) (8) (7) (7) (5) (3) 

Common stock in treasury, at COSt.........ccsssssessseeseees (613) (266) (13) (12) (13) (12) (13) (10) (2) (3) 
Total stockholders’ @qUILY ........scesscesseeseesseesseeseees 4147 3,557 3,085 2,598 2,085 2,650 2,836 3,008 2,780 2,456 

EN ee ee Se 

TOU ssssssacspesiescosensticonetnvertervearsuenrcaneonstnateratntn $16,320 $14,653 $13,847 $12,781 $11,467 $11,446 $11,649 $10664 $9,145 $8,264 


Book value per share (adjusted for three-for-one 
stock split effective November 17, 1995) ...........00.. $16.57 $ 1383 $11.78 $ 987 $ 813 $11.58 $1240 $1317 $12.25 $10.97 
nnn nner eee eS 


CORPORATE DATA — Factories and Facilities 


CORPORATE HEADQUARTERS 


Deere & Company 
John Deere Road 
Moline, Illinois 61265-8098 


Phone: (309) 765-8000 
AGRICULTURAL EQUIPMENT 


Factories and Engineering Centers 


Arc-les-Gray, France 
balers, forage equipment, 
material-handling equipment 


Bruchsal, Germany 
tractor and combine cabs 
Componentes de Chihuahua, 
S.A. de C.V., Chihuahua, Mexico 


axles and components 


Des Moines, lowa 
cotton harvesting, tillage, 
planting, and spraying equipment 


East Moline, Illinois 
combine harvesters 
Horizontina, Brazil * 
agricultural tractors, combine harvesters, 
planting equipment 
Jiamusi, China ** 
combine harvesters 
Madrid, Spain 
components 
Mannheim, Germany 
agricultural tractors 
Moline, Illinois 
planting equipment and hydraulic cylinders 
Monterrey, Mexico 
tillage tools, cultivating equipment 
Nigel, South Africa 
agricultural tractors, tillage equipment 
Ottumwa, lowa 
hay and forage equipment 


Rosario, Argentina 
components 


Saltillo, Mexico 
agricultural tractors 


Stadtlohn, Germany 
headers for self-propelled forage harvesters 


Thibodaux, Louisiana 
sugarcane harvesters, spraying equipment 

Waterloo, lowa — 
agricultural tractors; product engineering; 
foundry; and major components 

Welland, Ontario, Canada 
material-handling equipment, rotary cutters 


Zweibriicken, Germany 
combine harvesters, forage equipment 


Sales Branches 

NORTH AMERICA: 
Atlanta, Georgia; Columbus, Ohio; 
Dallas, Texas; Kansas City, Missouri; 
Minneapolis, Minnesota; 
Grimsby, Ontario, Canada 

OVERSEAS: 
Beijing, China; Brisbane, Australia; 
Madrid, Spain; Mannheim, Germany, 
Milan, Italy; Monterrey, Mexico; 
Montevideo, Uruguay; Nigel, South 
Africa; Nottingham, England; 
Ormes, France; Rosario, Argentina 


CONSTRUCTION EQUIPMENT 


Factories and Engineering Centers 


Davenport, lowa 
construction and forestry equipment 


Dubuque, lowa 
construction equipment 


Kernersville, North Carolina 


Deere - Hitachi Construction Machinery Corporation ** 


hydraulic excavators 
Saltillo, Mexico 
backhoes, excavators 
Sales and Administration Office 
Moline, Illinois 


COMMERCIAL & CONSUMER EQUIPMENT 


Factories and Engineering Centers 
Augusta, Georgia 
commercial utility tractors 


Columbia, South Carolina 
saw chain 


Enschede, The Netherlands 


commercial riding mowers 


Gastonia, North Carolina 
handheld power products 


Greeneville, Tennessee 
walk-behind mowers and lawn tractors 


Greer, South Carolina 
handheld power products 


Gummersbach, Germany 
walk-behind mowers 


Horicon, Wisconsin 
lawn and garden equipment 


Knoxville, Tennessee 
commercial products 


Raleigh, North Carolina 
commercial and golf and turf mowers 


Welland, Ontario, Canada 
utility vehicles 


Sales and Administration Offices 
Charlotte and Raleigh, North Carolina 
Knoxville, Tennessee 


DEERE POWER SYSTEMS GROUP 


Factories and Engineering Centers 


Coffeyville, Kansas 
power transmission equipment 


Dubuque, lowa 
engines 

Rosario, Argentina 
engines 

Saran, France 
engines 

Torreon, Mexico 
engines 

Waterloo, lowa 
engines 

Sales and Administration Office 
Waterloo, lowa 


PARTS DISTRIBUTION CENTERS 


Milan, Illinois; Indianapolis, Indiana; 
Bruchsal, Germany 


EXPORT SALES BRANCHES 
Mannheim, Germany; Moline, Illinois 


JOHN DEERE CREDIT 


John Deere Credit Company 
Moline, Illinois 
West Des Moines, lowa 
John Deere Capital Corporation 
Reno, Nevada 
Deere Credit Services, Inc. 
Madison, Wisconsin 
West Des Moines, lowa 
Farm Plan Corporation 
Madison, Wisconsin 
Deere Credit, Inc. 
Alameda, California 
Newport Beach, California 
Shelton, Connecticut 
St. Petersburg, Florida 
Fort Lauderdale, Florida 
West Des Moines, lowa 
Manasquan, New Jersey 
John Deere Credit Inc. 
Burlington, Ontario, Canada 
Edmonton, Alberta, Canada 
Arrendadora John Deere S.A. de CV. 
Monterrey, Nuevo Leon, Mexico 
John Deere Credit Limited ** 
Gloucester, England 
John Deere Credit Limited 
Brisbane, Australia 
John Deere Funding Corporation 
Reno, Nevada 
John Deere Receivables, Inc. 
Reno, Nevada 
John Deere Credit — Germany *** 
Frankfurt, Germany 


JOHN DEERE INSURANCE GROUP 


John Deere Insurance Company 
John Deere Dealer Operations 
Moline, Illinois 


John Deere Specialty Managers 
Farmington, Connecticut 


John Deere Transportation Services 
Milwaukee, Wisconsin 


Rock River Insurance Company 
Moline, Illinois 


John Deere Casualty Company 
Moline, Illinois 


John Deere Insurance Agency 
Moline, Illinois 


JOHN DEERE HEALTH CARE 

John Deere Health Care, Inc. 
Moline, Illinois 
John Deere Family Healthplan, Inc. 
Heritage National Healthplan, Inc. 
John Deere Healthplan of Georgia, Inc. 


* owned by affiliated company 
** joint venture 
*** nartnership 


DIRECTORS 


COMMITTEES 


se 


From left: Leonard A. Hadley, Arthur L. Kelly, David H. Stowe, Jr, Regina E. Herzlinger, 


John R. Stafford, and Agustin Santamarina V. 


AUDIT REVIEW COMMITTEE 
John R. Block, Chair 
Leonard A. Hadley 

Regina E. Herzlinger 

Arthur L. Kelly 

Agustin Santamarina V. 


EXECUTIVE COMMITTEE 
Hans W. Becherer, Chair 
John R. Block 

Arthur L. Kelly 

Agustin Santamarina V. 
David H. Stowe, Jr. 

John R. Walter 
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COMPENSATION COMMITTEE 
John R. Walter, Chair 

Samuel C. Johnson 

William A. Schreyer 

Arnold R. Weber 


CORPORATE GOVERNANCE COMMITTEE 
Agustin Santamarina V., Chair 

Samuel C. Johnson 

William A. Schreyer 

John R. Stafford 

John R. Walter 


PENSION PLAN OVERSIGHT COMMITTEE 
Arthur L. Kelly, Chair 

John R. Block 

Leonard A. Hadley 

Antonio Madero B. 

Arnold R. Weber 


Hans W. Becherer (11) * 
Chairman and Chief Executive Officer 
Deere & Company 


John R. Block (11) 
President 
Food Distributors International 


Leonard A. Hadley (3) 
Chairman and Chief Executive Officer 
Maytag Corporation 
household appliances 


Regina E. Herzlinger (5) 
Professor of Business Administration 
Harvard University Graduate School 
of Business Administration 


Samuel C. Johnson (24) 
Chairman 
S. C. Johnson & Son, Inc. 
consumer, commercial, and industrial products 


Arthur L. Kelly (6) 
Managing Partner 
KEL Enterprises L.P. 
holding and investment company 


Antonio Madero B. . 
Chairman of the Board and Chief Executive Officer 


SANLUIS Corporacion, S.A. de C.V., Mexico 
auto parts and components; mining 


Agustin Santamarina V. (6) 
Of Counsel and Retired Senior Partner 
Santamarina y Steta, S.C., Mexico City 
law firm 


William A. Schreyer (3) 
Chairman Emeritus 
Merrill Lynch & Co., Inc. 
financial services firm 


John R. Stafford 
Chairman, President and Chief Executive Officer 


American Home Products Corporation 
health care and consumer products 


David H. Stowe, ur. (15) 
Retired President and Chief Operating Officer 
Deere & Company 


John R. Walter (6) 
Former President and Chief Operating Officer 
AT&T Corporation 
telecommunications 
Former Chairman and Chief Executive Officer 
R. R. Donnelley & Sons Company 
printing and information management 


Arnold R. Weber (3) 
President, Civic Committee of 
The Commercial Club of Chicago 
Chancellor, Northwestern University 


* years as a director 


CORPORATE OFFICERS 


OPERATING OFFICERS 


Hans W. Becherer (35) * 


Chairman and Chief Executive Officer 


Joseph W. England (35) 


Senior Vice President, Worldwide Parts 
and Corporate Administration 


Robert W. Lane (16) 


Senior Vice President, Finance and Accounting, 
and Chief Financial Officer 


John K. Lawson (39) 
Senior Vice President 
Engineering, Technology, and Human Resources 


G. Bart Bontems (33) 


Vice President, Industrial Relations 


Wade P. Clarke, Jr. (22) 


Vice President, Government Affairs 


Frank S. Cottrell (30) 
Vice President, General Counsel and 
Corporate Secretary 


Mertroe B. Hornbuckle (22) 


Vice President, Human Resources 


Nathan J. Jones (19) 


Vice President and Treasurer 


Richard G. Kleine (38) 


Vice President, Quality 


Curtis G. Linke 


Vice President, Corporate Communications 


R. David Nelson 


Vice President, Worldwide Supply Management 


James S. Robertson (30) 


Vice President and Comptroller 


Robert D. Wismer (32) 


Vice Presiderit, Engineering 


* years of company service 


@ 


WORLDWIDE AGRICULTURAL EQUIPMENT DIVISION 
Bernard L. Hardiek (18) 


President 


Michael Frank (31) 
Senior Vice President and Managing Director, 
Region Il (Europe, Africa, Middle East) 
Robert W. Porter (33) 
Senior Vice President, 
North American Marketing 
Adel A. Zakaria (21) 


Senior Vice President, 
Worldwide Engineering and Manufacturing 


WORLDWIDE CONSTRUCTION EQUIPMENT DIVISION 


Pierre E. Leroy (21) 


President 


H. J. Markley (23) 


Senior Vice President, Manufacturing 


Jeffrey H. Peterson (29) 


Senior Vice President, Planning and Human Resources 


James D. White (28) 


Senior Vice President, Marketing and Sales 


WORLDWIDE COMMERCIAL & CONSUMER EQUIPMENT 
DIVISION AND DEERE POWER SYSTEMS GROUP 


Ferdinand F. Korndorf (24) 


President 


Ronald R. McDermott (25) 
Senior Vice President, 
Deere Power Systems Group 


Mark C. Rostvold (32) 


Senior Vice President, 
Commercial & Consumer Equipment Division 


FINANCIAL SERVICES 


Michael P. Orr (23) 


*President, Financial Services 


Wayne R. Ashenberg 


President, John Deere Insurance Group, Inc 


John J. Jenkins (30) 


President, John Deere Health Care, Inc. 


This entire annual report was printed with soy inks on recycled paper 


CounterParts, Farm Plan, Gator, GreenStar, Heritage National Healthplan, JDC, John Deere, 
John Deere Family Healthplan, PowerTech, PowrQuad, Pro-Series, Sabre and YachtLine are 
trademarks of Deere & Company's products and services named in this report. 


STOCKHOLDER INFORMATION 


ANNUAL MEETING 

The annual meeting of company stockholders 

will be held at 10 a.m. on February 25, 1998, 

at the Deere & Company Administrative Center, 


~ John Deere Road, Moline, Illinois. 


TRANSFER AGENT 
Send address changes and certificates for transfer to: 
Deere & Company 
c/o The Bank of New York 
Receive & Deliver Dept. = 11W 
P.O. Box 11002; Church Street Station, 
New York, NY 10286 


Direct other inquiries, including those! conceming 
lost, stolen or destroyed stock certificates or 
dividend checks, to: 
Deere & Company 
c/o The Bank of New York 
Shareholder Relations Dept. = 11E 
P.O. Box 11258, Church Street Station, 
New York, NY 10286 
Phone toll-free: 1-800-268-7369 
Internet: http:/stock. bankofny.com 


DIVIDEND REINVESTMENT/ 
DIRECT PURCHASE PLAN 
Investors may purchase initial Deere & Company 
shares through The Bank of New York 
BuyDIRECT Plan. Optional monthly cash 
investments may be made automatically through 
electronic debits. For enrollment information 
or inquiries about existing reinvestment accounts, 
Call the toll-free number above, or write: 

Deere & Company — DRP. 

c/o The Bank of New York 

P.0. Box 1958 

Newark, NJ 07101-9774 


STOCKHOLDER RELATIONS 
Deere & Company welcomes your comments: 
Deere & Company 
Stockholder Relations Department 
John Deere Road, Moline, | 61265-8098 
Phone: (309) 765-4539) Fax: (809) 765-5671 
Internet: http:/www,deere:com 


INVESTOR RELATIONS 
Security analysts, portfolio managers and 
representatives of financial institutions may, contact: 
Marie Ziegler 
Director, Investor Relations 
Deere & Company 
John Deere Road, Moline, | 61265-8098 
Phone: (309) 765-4491 


STOCK EXCHANGES 

Deere & Company common stock (DE) is listedion the 
New York, Chicago, and Frankfurt, Germany, stock 
exchanges. 


FORM 10-K 

The Form 10-K annual report to the Securities 
and Exchange Commission will be available to 
stockholders in February upon) written) request to 
Deere & Company Stockholder Relations. 
AUDITORS 

Deloitte & Touche Lup 

Chicago, tllinois 


Deere & Company 
John Deere Road 
Moline, Illinois 61265 . 


Phone: (309) 765-8000 
Internet: htto://www.deere.com 
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